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TUESDAY, FEBRUARY 5, 1952 


House or REPRESENTATIVES, 
SuscoMMITTEE ON HOUSING OF THE 
CoMMITTEE ON BANKING AND CURRENCY, 

Washington, D. C. 

The subcommittee met at 10 a. m., the Hon. Albert Rains, chairman 
of the subcommittee, presiding. 

Present : Messrs. Rains, Deane, Addonizio, Dollinger, Gamble, Cole, 
and Widnall. 

Mr. Rains. The committee will be in order. 

For the record, I would like to state that this is a subcommittee of 
the House Committee on Banking and Currency, set up under House 
Resolution 436. The members were appointed by the chairman of the 
Banking and Currency Committee, and under House resolution this 
subcommittee is charged with— 
inquiry into and investigation of the insuring and guaranteeing of loans for 
private housing by any department or agency of the United States in order to 
determine to what extent the insurance or guaranty of such loans has been 
granted in the case of housing which is defective with respect to construction, 
drainage, sanitary conditions, and other features, and to what extent the prac- 
tices and procedures followed by any such agency or department, and any acts of 
omission or commission of officers or employers thereof, have facilitated or 
made possible the insuring or guaranteeing of loans for defective housing. 

It is our hope that we will be able to do a constructive job and that 
we will be able to carry out the intent and purposes of the inquiry set 
out in the resolution mentioned above. 

I would like to say this: I am aware, as every member of this com- 
mittee is aware, that it will be impossible to answer all the complaints 
that will likely come in Nation-wide, because this subcommittee 
must make a report to the Banking and Currency sonnel and 
thus to the Congress, not later than Apr il or May of this yea 

We have already planned several field hearings, and by Leal of the 
fact that the members of this committee also serve on the Banking 
and Currency Committee and will of necessity be required to be here 
when we consider the Defense Production Act, most of the trips made 
out into the field will have to be made in hurried jumps here and there, 
so it is evident that we will not be able to run down every individual 
complaint. 

I would like to say also at the beginning that I am aware, as the 
members of the committee are, that out of a vast, tremendous program 
such as that, involving—and this is merely an approximate figure— 
some $31 billion of guaranteed loans, that naturally there will arise 
complaints, and I am sure we will have the full cooperation of all 
the agencies involved, because if there is anything wrong, we want 
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to find it, and if there is anything that needs correcting, either by 
legislation or administrative procedures, we want to be able to make 
that recommendation to our committee and to the Congress when we 
get through. 

The witnesses today will be witnesses from the various agencies, and 
it is our thought, since we are going into the field, and since we know 
something about housing legislation—but possibly not everything 
there is about how that is administered—we want the bac ‘kground of 
how each loan is processed, how each inspection is made, where the 
checks and balances are, what is done about complaints, and so on. 

Our first witness today will be Mr. Foley, and I understand that 
then we will have Mr. Richards, who is the Commissioner of FHA, 
and Mr. King, of Veterans’ Administration. 

Therefore, I think it would be wise, if vou have a written statement, 
keeping in mind these facts, that you present your statement and 
then you may submit yourself to examination. 


Our first. witness will be Mr. Foley. Proceed, Mr. Foley 


STATEMENT OF RAYMOND M. FOLEY, ADMINISTRATOR, HOUSING 
AND HOME FINANCE AGENCY 


Mr. Fotrey. Thank you, Mr. Chairman. I have a very brief written 
statement, simply covering very generally the operation of the Agency 
in this regard, and with your permission I will then turn it over to 
Mr. Richards, of the FHA. 

Mr. Chairman and members of the subcommittee, House Resolution 
136 authorizes the Committee on Banking and Currency, acting as a 
whole or by subcommittee, to conduct thorough studies and investi- 
gations relating to matters coming within its jurisdiction under the 
Rules of the House of Representatives. It is my understanding that 
your subcommittee is undertaking a thorough study and investiga- 
tion of— 
the insuring and guaranteeing of loans for private housing by any department or 
agency of the United States in order to determine to what extent the insurance 
or guaranty of such loans has been granted with respect to housing which is 
defective with respect to construction, drainage, sanitary conditions, and other 
features; and to what extent the practices and procedures followed by any such 
agency or department, and any acts of omission or Commission of officers or 
employees thereof, have facilitated or made possible the insuring or guarantee- 
ing of loans for defective housing. 

I am glad to beable to come before you this morning in order to 
furnish whatever assistance we can as you commence your task. | 
desire also to assure throughout your study of these matters—in Wash- 
ington and in such areas as your subcommittee may visit—you will 
have the full and complete cooperation of this Agency. 

, As the members of your subcommittee know, I am responsible, as 
Administrator, for the general supervision and coordination of the 
functions of the constituent agencies of the Housing and Home 
Finance Agency, including the Federal Housing Administration, un- 
der Commissioner Franklin D. Richards, who is here with me today. 

The FHA is responsible for carrying out the complex operations 
involved in the programs for insuring home mortgage loans under 
the authorities contained in the National Housing Act. The FHA’s 
system and procedures have been developed progressively over its 


HOUSING CONSTRUCTED UNDER VA AND FHA PROGRAMS 3 


18-year period of actual operations, during which time the FHA has 
been the principal agency of the Gover nment insur ing or guaranteeing 
long-term home mortgage ioans. 

Toa very great degr ee, the system and the procedures which have 
been developed for carrying out these operations reflect the basic 
objectives which the Congress sought to achieve through its enact- 
ment of the National Housing Act in 1934. Among the basic general 
a were the following: 

To help revive and stabilize activity in the home construction 
industry and in related industries ; 

To increase appreciably the amount of private capital available 
for home financi ing, and to help permanently stabilize home mortgage 
credit ; 

To make home ownership, on a sound economic basis, feasible 
for a greater proportion of our families ; and 

lo improve eis ee general, with respect to home con- 
struction and planning, aM@™® with respect to neighborhood develop- 
ment. 

Incidental to these basic general objectives, were other important 
specific objectives, including : 

1. Effecting a lowering of interest rates and financing costs in gen- 
eral for home owners. 

2. Substitution of a high-ratio, long-term, single-mortgage loan plan 
calling for retirement of the mortgage debt by periodic payments, in- 
stead of the short-term, single- payment, dual- or triple-mort gage 
method of the home financing. 

Focusing of attention on all the factors affecting the economic 
sindnese of home mortgage loans, including the borrower's ability 
to meet. the required debt service payments and the incidental costs 
of home ownership—such as taxes and hazard insurance—as well as 
neighborhood conditions and trends and the value of the property 
itself. 

The foundation of the FHA system is centered in the standards 
which have been developed in relation to accomplishment of these 
objectives. There are four important types of standards: 

Property and neighborhood location standards ; 

2. Construction and design standards ; 

3. Value and appraisal standards; and 

4. Credit standards. 

lH A’s standards as to soundness of construction and design and the 
minimum requirements as to property and neighborhood location are 
intended to safeguard effectively against shoddy building and poor 
design and against inadequately planned neighborhoods, which expe- 
rience shows depreciate and disintegrate at a faster rate than do 
individual houses which are well constructed. 

Its system of inspections during construction is designed to assure 
that the house will be completed in accord with the plans and specifi- 
cations on which the FHA based its original approval, and upon which 
the FHA made its valuation. Thus, it furnishes both the FHA and 
the mortgage lender with the necessary assurance that the value of 
the property which secures the mortage loan is, in fact, produced. 

At the same time, while there is no contractual relationship between 
the FHA and the purchaser of the home, the purchaser does receive 
the benefits of both the standards of construction and design and the 
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construction inspections which have been designed to prevent im- 
proper or defective construction. Its appraisal and valuation stand- 
ards and procedures are intended to prevent artificial inflation in the 
values attributed to the residential property securing FHA-insured 
mortgages. Its credit standards which call for careful consideration 
of the earning capacity and financial responsibility of borrowers 
serves the dual function of safeguarding the insured-mortgage sys- 
tem from excessive defaults and of protecting home buyers from 
undertaking loan obligations beyond their means to repay. 

If a mortgage loan meets all the tests required by these standards, 
the FHA will issue a commitment that it will insure a mortgage, not 
exceeding a specified amount, upon compliance with the terms “of the 
commitment. No mortgage is insured on a house being purchased 
for owner-occupancy except when the individual purchaser is ap- 
proved as meeting the credit standards. 

On mortgages covering houses to be coygtructed by operative build- 
ers for sale, the commitment to insure is RBbject to the condition that 
FHA must be satisfied, upon the basis of its own inspection of the 
property during construction, that the house has been completed in 
accordance with the plans and specifications previously submitted to 
and approved by the FHA. 

Inspections are made by FHA compliance inspectors to determine 
that during the course of construction properties are actually built 
in accordance with, or better than, the contract documents which con- 
stituted the agreements on which the commitment to insure was issued, 

One- to four-family structures are required to have at least three 
inspections, one at the time of setting of the footings, or completion 
of foundations, another when the property is under roof, but when 
“roughed in” plumbing and other mechanical equipment may be ob- 
served, and the third when the construction of the building has been 
completed. In addition, alternate or optional inspections may be, and 
frequently are, made at any time during construction, when in the 
opinion of the Chief Underwriter, Chief Architect, or the compliance 
inspector assigned to the work, it is desirable or necessary to do so. 
Inspections are also made pursuant to complaints of purchasers al- 
leging unsatisfactory construction. Where such inspections reveal 
defective construction, the FHA endeavors to have the builder volun- 
tarily correct any such defects. 

In the case of rental housing projects or large groups of small dwell- 
ings, the objective is to assign a full-time inspector on the job as per- 
sonnel may be available. Gener: uly one or more full-time inspectors 
are on the job. Smaller projects of this type may have inspectors 
assigned as part time, if in the judgment of the Chief Underwriter 
and Chief Architect the scope of the work is not great enough to re- 
quire a full-time inspector. 

In addition to the general requirements of inspection of construc- 
tion upon the site, compliance inspectors are required to report on 
the quantitative and qualitative aspects of construction of off-site 
sewers, Water supply lines, streets, and other similar requirements of 
construction beyond the mortgaged property which may be essential 
to eligibility of the property as security for a mortgage loan. 

The periodic reports of the compliance inspectors are reviewed 
the architectural section of the office having jurisdiction and failures 
of compliance, if any, on the part of the builder are reported back to 
him and to the mortgage lender, in order that they may be periodically 
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apprised of the acceptable or unacceptable progress of the work. 
Failure to correct unacceptable work, of course, renders the property 
ineligible for mortgage insurance. 

The chief architect in each office is responsible for the immediate 
supervision of the compliance inspectors. Supervision generally 
takes the form of unscheduled and unannounced spot-chee k inspec- 
tions made by the supervisor, who also, from time to time, accompanies 
compliance inspectors on their rounds to check and instruct them in 
their work. 

Although I know that Commissioner Richards will want to discuss 
these matters with you in greater detail and in terms of specific 
examples, I have thought it desirable for me to deal broadly with con- 
struction and design standards and construction inspections, because 
they bear so directly upon the subject with which your subcommittee 
is concerned. However, construction supervision is but one part of 
the system and procedures which are designed to assure efficiency and 
integrity in FHA’s operatggns. 

There is also the syste of administrative supervision exercised 
through the FHA zone commissioners from Washington, with tech- 
nical supervisors in each of the main branches, and such as construc- 
tion and design, appraisal, and valuation, property and neighborhood 
location and land planning, and credit, and the auditors—all operat- 
ing out of the Washington office. The function of this administrative 
supervision is to assure that the operations of the various State and 
district offices, and of the branches in those offices, are actually being 
carried out in conformity with the established standards and pro- 
cedures. 

In addition, there is an investigation staff which has the function 
of investigating and running down the facts in connection with all 
cases where there is any evidence of improper or irregular operations. 
It is our uniform practice, within the limits of the investigatory staff 
available to us, to investigate every instance of suspected improper 
or irregular operations, whether the information concerning such 
operations results from the course of regular administrative super- 
vision or from information received from outside sources. 

I want to mention briefly just a few of the statistics relating to the 
FHA’s insurance operations, for I believe that, in addition to reveal- 
ing the magnitudes of those operations, they also reveal something of 
their essential character and integrity. 

During the period from the beginning of the operations in 1934 
through 1951, the Federal Housing Administration has written a total 
of about $26 billion of insurance. Of this amount, about $11.5 billion 
had been terminated or amortized, leaving about $14.5 billion out- 
standing as of December 31, 1951. 

Included in these operations were 12,703,000 property improvement 
loans, While the mortgage insurance programs covered some 3,637,000 
dwelling units. About 5,074,000 were in one- to four-family homes, 
and about 564,000 were in large-scale rental and cooperative projects. 
Over the period from 1935 through 1951, about 2,461,000 new units, 
represe nting about a fourth of all privately financed new units started 
during the 17-year period, were insured by the FHLA. 

As of November 30, 1951, FHA had acquired, due to the failure of 
the mortgagor to meet his payments, properties and mortgage notes 
involving 26,665 units, representing 0.7 percent of the units covered by 
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mortgage insurance since the beginning of its operations. Of these 
26,000 units, 17,193 had been sold at the end of November. Losses on 
the total amount of FHA mortgage insurance written from the begin- 
ning of its operations to November 30, 1951, amounted to 0.02 percent. 
Reserves available for the payment of losses totaled $294,000,000 on 
November 30, 1951. 

In my opinion, everyone can be justly proud of that record, for, 
by any test it represents solid achievement in an extremely complex 
and difficult field of operations. I do not mean to imply that FHA’s 
system and procedures are perfect. I doubt that any system or any 
procedures can be perfect. Even if it were possible to develop a per- 
fect system and perfect procedures, they could not result in perfect 
operations, because operating the system and carrying out of pro- 
cedures necessarily devolves upon literally cidiasbl hm of employees, 
with varying abilities, located in Washington and in more than 130 
offices in the States and Territories. As in any other human organi- 
zation there are, of course, failures of full. perform: ince. Nevertheless, 
I do believe the record of actual achi®vement does indeed clearly 
attest to the fact that FHA’s system and its procedures are basically 
sound, that the vast majority of its more than 5,000 employees are 
competent, conscientious, and honest, and that, on the whole, FHA’s 
actual operations are carried out in conformity with that system and 
those procedures. 

That concludes my own formal statement, Mr. Chairman, and I have 
here a set of the compliant inspection instructions relating to all of 
the several titles and operations of the act, which I thought I would 
like to file with the committee, particularly for the use of its staff, 
with your permission. 

Mr. Ratns. We will be glad to have them. 

Mr. Fotry. And if agreeable to you, I think that at this time Mr. 
Richards might go into much greater detail on what I have broadly 
presented, as to just how these matters are handled. 

Mr. Rarns. Will Mr. Richards give us the details about the opera- 
tions or do you want to answer those questions for us 4 

Mr. Foiry. It would seem to me, if it does to you, that it might 
save time if Mr. Richards presented the detailed operation, which 
would probably answer many questions which you would otherwise 
be addressing to me now, and I will be available and remain for any 
questioning later. 

Mr. Ratns. Very well. 

Mr. Wipnatt. Mr. Foley, do you have an organizational chart of 
any kind that would be available to us, showing the line of respon- 
sibility and authority, as it runs all the way down to the field? 

Mr. Forry. Yes, as a matter of fact, Congressman, Mr. Richards 
is equipped with several such charts, both of the W ashington head- 
quarters and the field offices, with the idea that that would make 
much clearer to you where the authority lies and how the checks and 
balances work. 

Mr. Rains. Very well, step aside, then, for the time being, Mr. 
Foley. 

Mr. Richards, since yours is a long, detailed statement, it would be 
well for you to be prepared for the members of the committee to 
interrupt you at various times, so as to get the questions in at the 
proper place. 

Mr. Ricuarps. Very well, sir. 
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STATEMENT OF FRANKLIN D. RICHARDS, COMMISSIONER, FEDERAL 
HOUSING ADMINISTRATION; ACCOMPANIED BY E. C. MACK, 
ASSISTANT COMMISSIONER, FEDERAL HOUSING ADMINISTRA- 
TION 


Mr. Ratns. Proceed, Mr. Richards. 

Mr. Ricuarps. Mr. Chairman and members of the subcommittee, 
my name is Franklin D. Richards, and my position is Commissioner, 
Federal Housing Administration. 

I appreciate the opportunity to appear before your committee today 
and present, step by step, the manner in which the FHA mortgage- 
insurance plan operates. I shall endeavor to give you an outline of 
the organization, the iat that have been developed, our system of 
supervision with its checks and balances, and a brief summary of 
FHA Si a ig ag aren in carrying out the objectives of Congress as 
expressed in the National Housing Act. 

At the outset I want to say I appreciate that no system, however 
carefully planned, can always operate with perfect efficiency because 
it cannot eliminate the factor of mistakes in human judgment. Never- 
theless, the FHA system has been so designed with requirements for 
constant reviews and checks to eliminate insofar as possible the human 
factor of error. 

In the last 1714 years the FHA plan has grown from an idea to a 
very substantial self- -supporting Government Administration. That is 
an enviable record. I believe it is based on sound legislation and sound 
administration of the operations under that legislation. 

In passing the National Housing Act in 1934, the Congress stated 
that the primary objectives were to encourage improvement in hous- 
ing standards and conditions; to provide an adequate home-financing 
system; and to exert a stabilizing influence on the mortgage and resi- 
dential real-estate market. 

Under authority of the National Housing Act, which has been 
amended a number of times, the FHA prov ides insurance against loss 
on over 20 different types of loans relating to realty made by private 
lending institutions. 

The FHA does not make loans, and does not plan or build housing. 
I want to emphasize that fact that every cent of money advanced 
under any FHA plan is private capital of private lenders. It is 
important, too, to take into consideration that this is a completely 
voluntary system. The $25 billion in loans that the FHA has insured 
is solely because of the confidence of lenders and borrowers in the 
system. 

In order to render adequate and efficient service on a Nation-wide 
scale, the Federal Housing Administration operates on a decentralized 
basis. I have brought with me four organizational charts to show 
you. The first one demonstrates how Washington headquarters 
functions in order to establish policies, procedures, and standards. 

This is the chart of the Washington office, and these charts are of 
such size that I think they can be circulated around amongst the 
members of the subcommittee, and if there are any questions on the 
organizational charts, I will be glad to answer them later. 
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FEDERAL HOUSING ADMINISTRATION 
INSURING OFFICE 
BASIC ORGANIZATION CHART 
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Mr. Ricuarps. An executive board consisting of the principal staff 
officers in the Washington oftice considers policy and procedugal 
matters and makes recommendations to the Commissioner. The 
greater portion of the headquarters staff is required for housekeeping 
and extensive fiscal operations. 

Another function of Washington staff members is to supervise and 
check the work done in the 137 field offices of the Administration. In 
order to centralize control and supervision in an effective manner, the 
country is divided into five zones, each under the direction of a zone 
commissioner who divides his time between Washington headquarters 
and the field offices under his jurisdiction. 

This next chart is a breakdown of the country into the five zones 
mentioned. 

Mr. Rarns. Five zones? 

Mr. Ricarps. Five zones, yes, sir. 

Through the zone commissioner’s office, the Audit Division and the 
Underwrit ing Division in Washington, supervision is continually car- 

ried on. Audits are made. Procedures are examined. Efficiency is 
vated, Costs, inspections, valuations and every phase of work is 
checked. 

The other three charts show the practical application of the FHA 
check and balance system in the field office itself. While the Director 
is the administrative head of the office, his authority to insure or reject 
any loan for insurance is held in balance by the recommendation of 
the technical officer who is the Chief Underwriter. 

I think that is especially important. This is the chart, organiza- 
tional chart, of the field offices. 

Mr. Ratns. Does that set up the breakdown of the chain of command 
in the field offices ? 
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Mr. Ricwarps. It does, Congressman, and in addition to the general 
chart, which you have in your hand, of the field offices, I have these 
two charts which break down the chart you have in your hand into 
more minute detail, and I think this chart, on the FHA Underwriting 
Division Insurance Office Organization, is a chart which will be partic- 
ularly interesting to you, because it breaks down the line of authority 
insofar as valuations, inspections, and other matters pertaining to the 
operation of our field offices from a technical standpoint. 

Mr. Ratns. Would it be possible for you to prepare for the com- 
mittee a photostatic exhibit of each of these charts, so that they can be 
included in your files when we go out into the field? We obviously 
cannot carry these large charts around with us. Would that be possi- 
ble ¢ 

Mr. Ricnarps. Yes; I will be glad to do so, Congressman. 

Mr. Rarns. If you will give us letter-size copies of them, we will 
be able to include them in our file. 
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OFFICE MANAGEMENT DIVISION 
Office Manager 
Clerks 


Supervision of all office services. 
Recommends extension and cancellation of commitments. 


Verifies receipts, deposits and schedules of collections. 
Supervises receiving, safeguarding and deposit of funds. 
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RECEIVING SECTION 
Cash Accounting Clerk 
Clerks 


Bonded Cash Accounting Clerks 
receive all applications, closing 
instruments and remittances, 
Safeguards funds and documents. 
Assigns case identification numbers. 
Clerks prepare schedules of collec- 
tions, official receipts and certif- 
icates of deposit. 


RECORDING SECTION 
Record Clerk 
Reports Clerk 


Audits cases not going to insurance 
and initiates refund vouchers. 
Maintains status record of cases. 
Prepares statistical, fiscal and 
performance reports for headquarters 
information. 











COMMITMENT SECTION 
Commitment Clerk 
Stenographic and Typing Unit 


Reviews all documents for compliance 
with procedures, Rules and Regula- 
tions and special conditions and 
initiates actions for corrections. 
Typists prepare commitments and 
assemble field office and compliance 
inspection binders, 








CLOSING SECTION 
Closing Clerk 
Clerks 


Reviews Home Mortgage Insurance 
documents for conformity with 
procedural requirements. 

Audits fee adequacy and recommends 
collection or refund. 

Safeguards closing instruments. 
Prepares note for endorsement and 
transmits .endorsed documents to 
mortgagee. 

















FILE & SUPPLY 
SECTION 
File Clerks 


Custody and maintenance of 
general files and supplies. 
Dispatch of outgoing mail. 
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Mr. Ricuarps. Very well, sir. 

We also have, Congressman, “Organizational charts and functional 
statements,” of our whole organization, and I think this is probably 
exactly what you want, in size that will meet your requirements. 

Mr. Rats. That is right. 

Mr. Ricuarps. And it not only gives the chart but also gives you 
a detailed statement of what each employee does. 

Mr. Rains. We would like to have one of these for each of the 
members. 

Mr. Ricuarps. We will be glad to give you one for each member, 
sir. 

No commitment or rejection can be issued, or loan insured by the 
director unless the chief underwriter so recommends. In case of a 
disagreement between the director and the chief underwriter, the 
recommendations of each, together with supporting data, must be 
sent into Washington headquarters for review and decision. 

Mr. Rains. May I ask a question that may seem out of line at this 
point? The chief underwriter is in the employ of FHA; is he not? 

Mr. Ricuarps. Yes, sir. 

Mr. Rats. Is he a civil-service employee ? 

Mr. Ricrarps. All of our employees are civil-service employees, 
ves, sir, with the exception possibly of the director, whom we classify 
asa class A employee. 

Mr. Ratns. You are talking about the directors in the various field 
offices 4 

Mr. Ricuarps. That is right. 

Mr. Rains. Very well. 

Mr. Ricuarps. The chief underwriter is the head of our technical 
division, in the field office, and no commitment or rejection can be 
made by the director without the recommendation of the chief under- 
writer; and, as I just stated here, in the event of disagreement, neither 
one of them has the authority to act, but the matter has to be sub- 
mitted to Washington. 

Devices for checking the possibility of mistakes in human judgment 
run through the entire processing procedure, and I shall go into that 
later in further detail. 

In the field offices the FHA has a staff of 3,806 employees, and the 
Washington headquarters personnel numbers 1,481. 

At the present time, there are approximately 18,000 lending insti- 
tutions that have been approved to submit applications for FHA 
insurance on mortgage loans they wish to make. Generally speak- 
ing, these institutions fall into two classifications—those under gov- 
ernmental supervision and companies not supervised by either Federal] 
or State authorities. All applications for approval as mortgagees 
are carefully reviewed at Washington, and where the lender is not 
under governmental supervision the FHA requires $100,000 capitali- 
zation and adequate mortgage experience. In addition, FHA makes 
periodic examinations of approved mortgagees that are not otherwise 
supervised. 

Mr. Cote. Mr. Richards, what type of examinations does FHA con- 
duct, for mortgagees, not otherwise approved / 

Mr. RicHarps. Not otherwise supervised by some vrovernmental 
agency / 
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Mr. Cor. Yes. 

Mr. Ricuarps. We make, generally, two types of examinations. 
One is an audit, we require annually, prepared by a certified public 
accountant. This gives us an opportunity to examine the financial 
structure of the company, and to make certain that they keep within 
our minimum required capital limits. 

Secondly, our field examination of the company’s business involves 
an analysis of their books and accounts to ered that they are 
keeping their records in proper order insofar as the escrow funds are 
concerned, which are incident to the operations of the business. 

Mr. Cote. What type of company or institution is that 

Mr. Ricwarps. That is normally what might be construed to be a 
mortgage company. 

Mr. Coir. A mortgage company ? 

Mr. RicwaArps. That is right. Now we require, as I stated, in addi- 
tion to the required capital funds, evidence of a sufficient line of bank 
credit, plus experience in the mortgage-loan business, I mean the per- 
sonnel, who have had experience in the business. 

Mr. Wipnatt. Mr. Richards, when you say “the required capital 
funds,” what check is made to see whether or not those funds are 
actually available? 

Mr. Ricwarps. Well, now—— 

Mr. Wipnaut. I have this in mind: What is to prevent somebody 
setting themselves up as a mortgage-lending institution and alleging 
they have so much in capital funds, and obtaining certification from 
you as a lending institution? What check is made on it? 

Mr. Ricwarps. At the time the approval is made, they have to 
submit to us a certified public accountant’s audit of their accounts 
and records, in which are disclosed their assets, and those assets are, 
of course, verified by the certified public accountant, and such evi- 
dences as cash are proven by bank deposits, or bank balances, and 
verification of those items. 

So that, at the time the approval is made, we have satisfactory evi- 
dence of the assets being available. 

Now they may not always be liquid assets. They may be assets 
which could be converted into cash, or assets that are not so liquid. 
But we require, generally, two things: Adequate liquid assets, plus a 
line of credit sufficient to carry on the business, recognizing, of course, 
that most all of those companies with, we will say, a minimum of a 
hundred thousand dollars capital, couldn’t do too much business on 
that alone. They would have to turn it over. 

Mr. Wipnatt. Do you have any means of knowing who the offi- 
cers and stockholders and directors of those institutions are? 

Mr. Ricuarps. Yes, sir; at the time the application is filed for ap- 
proval, the officers, directors and stockholders are indicated. 

One measure of the effectiveness of the operation of FHA’s in- 
surance plans is in the actual record. Let me give you a very brief 
summary. The FHA has insured a total of $25,850,000,000 in loans, 
and of this amount not quite one-half has been paid off through 
amortization and prepayments, leaving a little over $14 billion of in- 
surance in force. It is estimated that the FHA insurance plan has 
been utilized by 13 million American families—on the basis of 3.7 per- 
sons in each family, the FHA has directly touched the lives of more 
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than 48 million persons. The losses on the insurance written have 
been negligible. 

Mr. Deane. Mr. Richards, at that point, Mr. Foley indicated that 
as of November 30, 1951, mortgages have involved losses representing 
approximately 7 percent. Of those particular units, totaling 26,765, 
what were the basic reasons for the losses? 

Mr. Ricuarps. On the dollar loss, it has been less than one-quarter 
of 1 percent. 

Mr. Deane. That is right. 

Mr. Ricwarps. Now the reasons for the foreclosure? Is that your 
question ? 

Mr. Drane. Yes. 

Mr. Ricuarps. You must keep in mind that a considerable volume 
of those foreclosures resulted from the emergency legislation that 
was passed during the last war—namely, title Vi—and in many of 
those areas where there was intense military defense activity, during 
the last war, there was a considerable reduction in activity immedi- 
ately subsequent to the war, and as a result we took back a very sub- 
stantial number of properties in those areas. So, I would say, if you 
took the total number of all of the foreclosures that we have had— 
foreclosed properties that we have had to take back—probably the 
first and biggest reason for the greatest number would be the de- 
cline of military and defense activity in those areas where we in- 
sured a substantial volume of mortgage loans during those days of 
activity, and under a title which was set up for that purpose, namely, 
title VI. 

Secondly, I would presume that the second-largest reason would 
be the matter of credit. 

Now, we examine credit very closely when we approve, or process 
an application—approve or disapprove it—but there are many changes 
in a man’s financial condition subsequent to that time, which could not 
be indicated at the time of processing, and there are, of course, many 
other reasons, in certain families, such as changed domestic conditions 
within a family, transfers, and other such reasons. 

In the case of large rental projects 

Mr. Rarns. Is that mostly 608’s, when you say “rental projects” ? 

Mr. Ricwarps. I would say; yes. In the large rental projects, 
although the foreclosure record is an enviable one from the standpoint 
of not taking back very many properties, percentagewise, I think that 
I would put, as the main reason for foreclosure, poor management of 
the properties; and in many of the cases we have found that, where 
there has been a change in management in properties that are in dis- 
tress, the properties have been in a reasonably short period of time 
put in a condition whereby they could carry themselves. 

Mr. Deane. These loans are sponsored originally by mortgage 
companies that were set up quickly, are they not, or by building and 
loan associations or other such institutions? 

Mr. Ricnarps. Well, the ownership of the mortgagor corporation 
is primarily of a builder type, rather than an investment-mortgagee 
type. Most of these mortgagor entities are corporations, and the cor- 
porate stock is primarily held by builders. 

Mr. Ratns. You are speaking of large rental projects now ? 

Mr. Ricnarps. That is right; yes, in the 608 projects. 
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But even these impressive statistics do not give the complete picture 
of the impact of the insured-mortgage system on the communities of 
this country and the housing and home-financing industries. 

When the National Housing Act was passed in 1934 the real-estate 
market was in a chaotic condition, resulting from the general economic 
situation that prevailed and by the faulty lending practices that were 
prevalent. The building industry in 1933 built only 93,000 new dwell- 
ing units. Besides being an important economic factor in the eco- 
nomic recovery of the country, the FHA played a major role in im 
proving the mortgage-lending practices. 

Mr. Wipnaui. Mr. Richards, a question just occurred tome. When 
you spoke about the failure of the mortgagor to meet payments, in that 
category, do you include those cases where builders have gone bank- 
rupt, and where the cases are in Federal courts today, and involved 
in a procedure, with no actual foreclosure pending ? 

Mr. Ricuarps. I think probably, Congressman, you are referring to 
financial difficulties before completion, or during construction. 

Mr. Wipnati. No; I do not refer to that. 

My reference was only applicable to cases where the construction 
had been completed, the property occupied. And then a change in 
the credit situation taking place after that time. 

To what extent is FHA liability involved in the other cases? 

Mr. Ricuarps. I would have to answer that in two categories, gen- 
erally. 

In the small home-mortgage transaction, the FHA agrees to insure 
the mortgage when and tf the property is completed in accordance 
with plans and specifications. 

Therefore, we do not actually encounter liability on the mortgage, 
us an insurer, until after the house is completed and occupied—gen- 
erally. 

On the large projects, such as 608 rental projects, or military hous- 
ing, Wherry Act, or 207, the regular rental housing program, we 
insure advances during the course of construction, so that, if a con- 
tract or got into difficulty during the course of construction—and we 
will assume that the lending institution had disbursed 50 percent of 
the amount of the mortgage, and then the contractor defaulted— 
the mortgagee could foreclose or assign, at that time, and we would 
have liability. 

Mr. Ratns. But only to the percentage to which you were involved 
at that time, not ability on the entire mortgage; is that correct? 

Mr. Ricuarps. That is right, only to the extent of the funds ac- 
tually advanced. 

Mr. Wipnaut. Do you have many cases of that nature? 

Mr. Ricuarps. No, sir, very few. Out of over 6,500,608 projects— 
that isa rough figure—I would say that we probably had not had more 
than 4 or 5 such cases. I am advised that in those very few cases, 
which may be four or five, or some very small number, we have 
never had to take the property over and complete it. They have 
been worked out, between the mortgagee and some new contractor 
that has come in, or the bonding company. 

Mr. Wipnat. Mr. Richards, on these individual housing develop- 
ments where the contractor has gone bankrupt, and where you say 
there is no financial responsibility on the part of the FHA, 1s it not 
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true that in many of those cases the development would not have 
been possible without a commitment received from FHA ¢ 

Mr. Ricwarps. I think that is correct; yes, sir. 

Mr. Wipnatt. So that there might be responsibility on the part of 
FHA in connection with the inspection of that development, as work 
progressed ¢ 

Mr. Ricuarps. We do that, Congressman, and I go into very minute 
detail on that part of our operation in my statement. 

Mr. Wipnati. Thank you. 

Mr. Ricuarps. Before going into the details of how applications 
are received and analyzed, I should like to give you just a few of the 
enduring benefits that are accredited to the mortgage-insurance sys- 
tem—not by us in the Federal Housing Administration but by the 
industry and housing economists : 

The single, long term, totally amortized residential mortgage has 
become standard practice, whereas renewable notes and second mort- 
gages were the accepted means of financing a house before the estab- 
lishment of the FHA. 

Residential mortgage loans have a liquidity unknown before the 
initiation of the insured mortgage system. The market for mortgage 
securities has expanded from one of local scope to national operations 
because investors recognize the quality of the insured mortgage loan 
and FHA provides a standardized mortgage instrument. 

In addition to these fundamental changes in mortgage practices, 
the FHA through the establishment of minimum property standards 
has contributed materially to improving the physical security itself. 

The administration has exerted an important influence on the lo- 
cation, planning, and orderly development of subdivisions through- 
out America by means of land planning and market analysis services. 

The interest rate under the FHA has been maintained at a lower 
level than customary under conventional mortgage lending and has 
proved to be an effective rate. 

From the beginning FHA has encouraged the production of lower- 
priced dwellings that the average American family can afford. The 
Administration has also made special effort to encourage builders to 
enter the neglected field of housing available to minority group 
occupancy. 

In the war emergency and in the present-day emergency, FHA has 
acted to see that production of housing is geared to national needs. 

The confidence of lenders and borrowers in the FHA system has 
meant stabilization of production in the,building industry, building 
trades and producers of equipment that goes into housing. 

Irom this general discussion of how the FHA operates and its 
effect on a broad scale, I should like to go into the actual processing 
of an application for home mortgage insurance. I would like to give 
vou a picture of just what happens, administratively and technically, 
in an FHA field office from the time an application for insurance is 
first. discussed. 

Let me say here that we do not receive any applications in the 
Washington office. All applications are filed and received in our field 
offices. 

Preapplication analysis: When individual or groups of properties 
proposed to be constructed and offered as security for FH A-insured 
mortgages are situated in a subdivision, where the builder has 
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“unified control,” that is, where the lots form all or a part. of a sub- 
division, which is not fully developed with recorded lots, installed 
streets, and so forth, land planning processing is required. 

Let me also say, here, that we have 20 different types of insurance 
loans, or programs, and I am trying to take the average type of ap- 
proach here, so there are some deviations for certain types of insurance 
programs. 

But this follows primarily and generally the 203, single-family type 
of approach, in which I thought you would be more interested. 

This land planning processing takes the form of inspection of the 
land by FHA land planners and the FHA subdivision valuator—— 

Mr. Ratns. Are these employees of your field offices, who do this? 

Mr. RicHarps. That is right, sir, and subsequent conferences with 
the sponsors in order to achieve the most desirable land development 
plan. This land planning procedure takes specific cognizance of: 

1. Analysis of topographical data in order to determine the most 
desirable and practical locations of streets, lot grades, storm water 
drainage, sanitary sewer lines, preservation of existing desirable con- 
ditions, such as large trees, existing contiguous built-up areas, if any, 
and similar practical land development considerations. 

2. If individual sewerage systems (septic tanks) or individual water 
supply systems are proposed, FHA land planning procedure requires 
that percolation tests of the soil (porosity) be taken at specific inter- 
vals, in order to determine the ability of the land to absorb septic 
tank effluent successfully without danger of pollution of water supply. 
The nature and extent of these and similar tests are specified in rela- 
tion to required engineering data on stipulated FHA forms. 

Minimum capacities of septic tanks also are specified in relation to 
the size (number of bedrooms) of the properties proposed to be con- 
structed on the lands. 

Street construction, grading (both rough and finish), landscaping 
material, lot sizes, and similar items also are specified in the sub- 
division report. 

Mr. Wipnatu. Mr. Richards, on the percolation tests, do you super- 
vise those, or ask that they be taken by the proposed builder ¢ 

Mr. Ricuarps. As I understand it—I am going to ask Mr. Mack to 
correct me if I am wrong—but as I understand it, we do not supervise 
those. Require them from reliable sources. 

Mr. Wipnatu. What is considered asa reliable source? Who deter- 
mines that ? 

Mr. Ricwarps. If you don’t mind, Congressman, I am going to ask 
Mr. Mack to answer that. 

Mr. Wipnatt. That is all right. 

Mr. Mack. What is the question, sir. 

Mr. Wipnati. Who determines what the reliable source is on taking 
percolation tests 

Mr. Mack. The determination of who shall make what we would 
consider to be an acceptable and authoritative report on the porosity 
of the soil is largely a matter of the type of the problem. 

Asa rule, we get that information either from engineers who make 
actual soil checks after the borings are made, or from established data 
which has been developed by the health authorities having jurisdiction 
over the area. 
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And very frequently, where there is a question of the porosity of 
soil, soils have been largely analyzed previously. 

We also are required to consider the extent of precipitation which 
has occurred immediately prior to the time of the test, and the degree 
of absorption of the moisture in the soil is considered in relation to its 
saturation or partial saturation of moisture previously precipitated. 

The time of the year also determines how much reliance we will 
place on soil tests given us by other persons, generally soil engineers, 
or the like. 

Mr. Wipnati. Well, who determines whether or not the person is 
qualified to report on soil porosity ¢ 

Mr. Mack. Our chief architect. The data is used subsequently by 
our land planning consultants in determining adequacy of lot sizes 
for individual sewage disposal systems. 

Mr. Ricuarps. When Mr. Mack refers to our own land planning 
consultant, he is talking about a staff employee. 

Mr. Wipnaut. Is there one of those in each regional office ? 

Mr. Mack. No, sir; there is not one in each insuring office, but we 
have an arrangement whereby the land planning facilities are made 
available to insuring offices upon their request. 

Porosity tests are one of many that are required to be made by the 
land planning consultant in his analysis of all the problems involved 
in land development. 

Mr. Ricuarps. We have such an employee in most all of our larger 
offices, but with such a large number of offices, in many of the smaller 
offices there is not sufficient volume of business to keep a man busy, so 
we have in certain of those areas, those men stationed in one office 
and to be used in three or four offices as the need arises. 

Mr. Wipnatt. Isn’t the local or State board of health consulted in 
each case in the planning of a subdivision ? 

Mr. Mack. Not in the planning except for soil porosity and the lot 
size needed. It is required that, before septic tanks, or individual 
water-supply systems, may be deemed eligible, we have the approval 
of the local health authority having jurisdiction. 

I think, however, it would be well to put one admonition in here. 
Asa general rule, health bodies do not have legal authority controlling 
the probable continuity of use of proposed individual or community 
plants, but rather as to their adequacy as of the time of installation. 

Therefore, our people are concerned with the additional problem 
of the probability of continuity of operation of proposed individual 
sewage systems. 

Mr. Rains. As a matter of fact, in nearly every State, I assume it 
is true—it is in mine—you can’t put down a septec tank within the 
corporate limits of any city without the approval of the health author- 
ities of that city, isn’t that correct? 

Mr. Mack. Yes, sir, but our requirements go further. Regard- 
less of the location, we must have the approval of the health authority 
having jurisdiction, whether it be in the county or township or city. 

Mr. Deane. To what extent has this been a problem ? 

Mr. Mack. We have septic tank problems. There are a number 
of areas in the country—one of which is immediately adjacent to 
Washington—where we will not accept septic tanks, sir, because the 
soil porosity is not adequate for their use, and those are general 
conditions. 
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Mr. Corr. Last year, I don’t know whether you recall or not, I be- 
came interested in Four Mile Run, and some of the situations exist- 
ing in this area, and the pollution of the Potomac River and the 
Anacostia River, as related to the problem of housing, and I intro- 
duced an amendment, or proposed an amendment, on the floor of the 
House, having to do with the responsibility of the FHA in housing, 
in the pollution of streams. 

Now, in that connection, I am wondering if, perhaps, the FHA does 
not have a responsibility, because you have accepted it to a certain 
extent, at least, here in this land planning division, a responsibility 
in determining that a given project does not contribute to the pol- 
lution of streams, prior to the commitment being issued / 

Mr. Mack. Yes, sir. And generally commissioners, or other gov- 
erning bodies, who have authority over that, are very voluble. We 
have had that here and in many other communities. 

We don’t want to be a party to any action which will tend to destroy 
or damage the value of adjacent or contiguous properties. 

Mr. Corr. How far do you think we should go in enacting into law 
a requirement that prior to the issuance of insurance by FHA, that 
the sewage disposal plant of any of these units shall be determined 
not to contribute to the pollution of streams adjacent thereto ? 

Mr. Mack. Sir, I assume you address that question to me. 

I would not have an offhand opinion as to crystallizing that into 
legislation, but I can give you my assurance, in connection with the 
underwriting operations, that every practicable means is used to 
prevent the occurrence of that undesirable situation. 

We do not have it so much with respect to individual septic tank 
problems, but rather in connection with community systems, where 
the water-borne sewage after treatment is concentrated at one point 
of discharge. 

Mr. Cote. Well, I think if we are going to do a good job of land 
planning, that certainly is a tremendously important considera- 
tion, and if a community refuses to accept its responsibility for sew- 
age treatment, then I think that we have the right to say that we 

cannot approve additional housing for that community until that i 
ak 

Mr. Rarns. The charge was made on the floor of the House, and in 
considering this resolution, I believe, that certain FHA housing proj- 
ects in—TI can’t quite define the exact location, but somewhere out near 
Arlington—Alexandria, I believe—were built and approved next to 
streams which were practically cesspools, 

I realize that this is a diversion from your statement, but since 
we have gotten into it, do you have any information with reference to 
that? 

Mr. Ricuarps. I do, sir, I think the reference was made to Hunting 
Towers, which was an insured project. 

Mr. Rains. That is right. 

Mr. Ricuarps. I have some data in my hand here with reference 
to that, including one item which may or may not be pertinent, a 
letter from the city engineer of Alexandria, in which they approve the 
attaching of this structure to the city sewage system. 

In other words, we wanted to be sure that there would be adequate 
sewage disposal. If they had refused to accept this building on their 
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sewer lines, we would have had the alternative of rejecting the project 
or requiring a private sewage disposal system to be built. 

Mr. Coxe. May I interrupt you? I happen to have gone down 
and looked at and smelled and stayed away from, as far as I could, 
Four Mile Run, and if that is an adequate sewage system, then there 
is something wrong. 

Mr. Ricuarps. I didn’t mean to—— 

Mr. Coir. I understand. 

Mr. Ricnarps. I merely said this was approved by the local authori- 
ties. 

Mr. Core. It is a horrible situation, I'll say that. 

Mr. Rarns. In other words, if the municipality or the local gov- 
erning unit accept it on their sewage system, is that as far as you go in 
that instance, Mr. Richards? 

Mr. RicuArps. Other than that, it was known that State authorities 
had requested the city of Alexandria to take some action and had 
given them time within which to take the action, and I presume that 
corrective measures will be taken. 

I am not so sure, however, that this particular effluent goes into 
that Four Mile Run, but regardless of that, the question came up. 

And further, there are, surrounding that area, a very substantial 
number of housing developments, and as a matter of fact, across the 
street from that Hunting Towers project, there is a Hunting Terrace 
project, as I recall, which was built quite a number of years ago. 
We made inquiry about the desirability of the site, as we do with re- 
spect to all areas, and there seemed to be no objection to that. 

However, we were concerned, and we made certain that insofar as 
the local authorities were concerned, they would accept it, because we 
didn’t want to agree to insure a loan and find that we had no method 
of disposing of the sewage. 

Mr. Coir. The method of disposing of that sewage was through an 
open stream, and I have never seen a more nauseous, stinking mess, 
flowing through a so-called civilized community, in my life. 

I think we do have some responsibility to correct those situations. 

Mr. Ricuarps. Necessarily, we are interested in that, too. 

Mr. Wipnaty. Mr. Richards, a number of complaints that I have 
received have addressed themselves to conditions where mortgage 
loans have been guaranteed, with septic tanks in the property, and 
people take possession of their homes, and septic tanks overflow, and 
they find that don’t have proper drainage conditions and all of a sud- 
der they are confronted with putting a sewer through, and then they 
have to contribute on a per-foot basis to the sewer. They have a sep- 
tic tank in their yard which has proven completely inadequate, ill- 
planned. 

How can that condition arise ? 

Mr. Ricnarps. Well, of course, as Mr. Mack has stated, before we 
will accept a septic tank, regardless of what area it is in, we require 
the approval of the supervisory or health authority with jurisdiction 
in that area. 

Now, presumably, in many instances, they, or we, or others, have 
been mistaken in our judgment. But we do accept, and require, the 
approval of the health authority with jurisdiction in the area. 

Mr. Wipnati. Wouldn't a great deal of that failure be due to treat- 
ing percolation tests wrong, or have somebody who is not responsible, 
take those tests ? 
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Mr. Mack. Well, yes, sir. The answer to that question has to be 
“ves.” But there are so many corollaries and collaterals. 

For instance, we find, frequently, that people subsequently add gar- 
bage disposal equipment into their kitchens, and the amount of solids 
which are discharged from such equipment actually increase the 
required capacity of the septic tank, by as much as 50 percent. 

Septic tanks, by their nature, have to be cleaned occasionally, and 
that sometimes is not realized by the users of them. 

It may be that, if the soil is not sufficiently porous to absorb the 
effluvium, we have made a mistake. But those mistakes, in my opin- 
ion, from my day-to-day contact with them, are relatively rare. 

Mr. Wipnati. Where would the failure be, if it occurred, within 
the inspection system? Would it be on the local level, in the regional 
office, or where? Where would vou look to, to define that ? 

Mr. Mack. We do not have regional offices. Each office has a 
specified jurisdiction, and, if a failure would occur, it would occur 
by virtue of some omission or commission in the office having jurisdic- 
tion over the construction. 

Mr. Wipnatyi. Well, along that line, let me ask this question: I have 
heard of one development where it was proven, as people went into the 
homes, that septic tanks couldn’t adequately take care of their disposal 
problems. 

The builder was still building new homes within that development, 
using the same type of disposal, same type of unit, and complaints 
were made, but still that builder got continued loan guaranties proc- 
essed on the new homes, contributing to an increasingly difficult health 
problem throughout the community. 

Isn’t it customary when complaints are filed to then hold up the 
continuance of those mortgage loans? 

Mr. Mack. May I ask you, was that an FHA case? 

Mr. Wipnaty. I am not sure whether that was FHA or not. 

Mr. Mack. Well, if it was an FHA case, we would immediately 
serve notice on the mortgagee, on the lender, and on the builder that 
this construction was not acceptable, even though—and we have that 
right in our commitment—we have committed on the basis of the 
septic-tank specification. In addition to plans and specifications, we 
must have satisfactory installation. 

Mr. Wipnatyi. Until the complaint was cleared you would hold up 
further processing; is that right ? 

Mr. Mack. We haven’t the authority to hold up further processing. 
The builder could proceed at his election with the construction but 
could not secure insured mortgage financing on the property. 

Mr. Wipnati. By further processing, I mean getting an insured 
loan. 

Mr. Mack. Yes, sir; we have no authority to stop construction. 

Mr. Wipnati. Yes, sir; I understand. 

Mr. Rains. Proceed, Mr. Richards. 

Mr. Rrcwarps. I will now go into the receiving procedure. 

Following completion of preapplic ation discussions, the mortgagee 
submits a detailed application for insurance. 

All applications for mortgage insurance, remittances for fees and 
premiums, and all other documents associated with applications for 
mortgage insurance are initially handled in a receiving section. This 
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section is supervised by a bonded clerk and all submissions are opened 
by a bonded clerk. The foregoing applies equally to submissions 
received by mail and over the counter. 

Clerks in the receiving section review all papers received to 
determine that required documents are present and properly executed ; 
for example, applications, plans and specifications, exhibits, contrac- 
tor’s bid or purchase agreement, property description, plot plans, and 
so forth. 

A bonded clerk is responsible for safeguarding, receipting for, 
accounting for, recording and depositing of all checks, money orders, 
and other cash collections received in payment of fees or premiums. 

An official receipt is issued for each collection item and all collec- 
tions are listed on schedules of collection and certificates of deposit, 
prepared daily. 

At the end of each day a bonded clerk in the receiving section and 
the office manager, or other responsible official, independently verify 
the correctness of cash accounting records by comparing entries in the 
official receipts, schedules of collection, and certificates of deposit. 
Both the bonded clerk and the office manager signify this verification 
by signing the schedule of collection. All receipts are deposited daily 
in a Federal Reserve bank or in a bank approved by the Treasury 
Department as a Federal depositary. 

An identification number is assigned to each application received. 
All supporting documents assoc iated with the application bear this 
number; and fees and premiums received are scheduled and deposited 
by the number assigned to the application. 

All papers associated with a particular application are filed 
binder bearing the case number of the application. These numbered 
binders containing applications and supporting documents are routed 
to the Underwriting Division of the office for preliminary examination 
and assignment to processing personnel. 


UNDERWRITING PROCESSING 


The assignment valuator, in the Underwriting Division, inspects 
the application and exhibits, to determine: 

Whether the application is eligible. In order to make this deter- 
mination he must, among other things, find that the property meets 
the general eligibility requirements, referred to in the compliance 
inspection portion of this statement, if the property is situated in an 
area Which has been found as being generally eligible, if the property 
meets basic minimum property requirements, that all of the required 
application forms and exhibits have been supplied by the applicant. 

Mr. Cote. Later, will you discuss areas which have been found 
generally eligible, or shall I question you now about that 

Mr. Ricuarps. I think I will later, Congressinan. 

Mr. Corr. Thank you. 

Mr. Ricuwarps. If the application meets these preliminary tests, the 
application and exhibits are forwarded to the Architectural Section. 

In the Architectural Section the case is assigned to a construction 
examiner. Now, I would like to show you how the chain of authority 


goes. 
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The application comes into the Architectural Section, the chief archi- 
tect, and below him you have the architectural examiner who examines 
this particular case. 

Mr. Ratns. Is he a qualified architect ? 

Mr. Ricwarps. Yes, sir. 

Well now, when you say qualified architect, my answer is “Yes, sir, 
he is.” However, he may not be a registered architect. 

In the Architectural Section, the case is assigned to a construction 
examiner who analyzes the plans and specifications in order to deter- 
mine: That the design of the structure meets established FHA mini- 
mum requirements as to room sizes, adequacy of light and ventilation, 
adequacy of circulation within the structure to assure privacy and 
convenience, adequacy of the proposed mechanical equipment, plumb- 
ing, electrical, heating. 

Mr. Rats. Mr. Richards, what he actually does is to put a blue- 
print to that application, the policy of which has been set here in 
Washington, as to what it requires to meet that; is that correct? 

Mr. Ricuarps. That is correct. 

Mr. Rarns. Before we get through, some of the complaints I have 
are not with reference to the construction alone, but are with reference 
to the failure of the plan of certain type houses to provide adequate 
living space for the average American family. In other words, I am 
told and I don’t say this is true—that many of the houses actually 
approved from the construction standpoint are all right, and still 
don’t provide anything but a future slum, according to some of the 
terms used in the letters. So before you get through, I would like 
you to go into the room sizes, and so forth; but right now, go ahead. 

Mr. Ricuarps. All right, sir. 

That the construction elements of the structure are adequate to 
assure safety and durability. 

That the property meets other minimum construction requirements 
applicable to the area in which the property is proposed to be situated. 

Minimum property requirements vary considerably, according to 
variations of climate, market customs, indigenous materials, and so 
forth. 

Many items other than those enumerated here must be considered 
by the examiner at this time, to determine eligibility. Additional 
items to be considered refer to the placement of the structure upon 
the land, grade elevations, front and side lot lines, adequacy of rear 
vard areas, minimum lot area, distance from finish grade to lowest 
course of exterior wall area, attic ventilation, and many other similar 
items, 

When the analysis of plans and specifications has been completed 
in the architectural section and the structure is found eligible, the 
architectural section then makes a construction-cost estimate. 

The cost estimate is made by relating the type and quantity of ma- 
terials specified to construction-cost information which is gathered by 
a member of the architectural section from locally available informa- 
tion sources, such as building materials suppliers, contractors, pre- 
vailing labor rates, prevailing labor efficiency, workmen's compensa- 
tion insurance rates, typical mark-ups for overhead and profit. in- 
cluded by typical builders in the area, and so forth. 

And I call your attention now, while discussing this, to the fact 
that we use typical builders. 
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These cost data are accumulated monthly and-are constantly ad- 
justed in the cost data handbook, to reflect current changes in con- 
struction costs. Keep in mind that that is done in each of our offices, 
on a monthly basis. 

When the Architectural Section has completed its analysis and made 
the cost estimate, the case is then assigned to a valuator in the Valua- 
tion Section. 

The valuator works closely with the land-planning consultant and 
the subdivision valuator who have done the previous land-planning 
processing. 

The valuator makes an inspection of the site to determine: That the 
site is eligible with respect to fundamental considerations, such as: 

That it has adequacy of transportation. 

That the land is suitable for construction purposes. 

That there is access to community and civic centers and places of 
employment. 

That there is a demand for the type of property proposed to be 
created. 

That it meets requirements of “offsite” construction, such as streets, 
sewers, sidewalks, grading, and so forth, as may be necessary to make 
the land under analysis useful for building purposes, establishes a 
valuation of the lot by comparison with other lots in the community 
which are suitable for similar development or which have been so 
developed. 

Mr. Core. I don’t know that I should let the FHA off without any 
criticism of this situation in Alexandria. You say here that your 
valuator finds if the requirements of off-site construction, such as 
sewers, and so forth. 

I just can’t see how they could possibly approve a sewer situation 
such as that. 

Mr. Ricuarps. Well, when I say we approve it with reference to 
the off-site construction such as streets, sewers, and sidewalks and 
grading—we did. We asked the city of Alexandria, if this building 
were constructed, if it could be connected to their sewers, and they 
said “Yes.” 

Now, from the standpoint of the availability of a sewage system, 
we make certain, in that project, as all others, that we do have adequate 
sewage, 

Mr. Coir. They must have had to not only close their eyes but cer- 
tainly close their noses, because if you get within a mile of Four Mile 
Run you can smell it. 

Mr. Ricuarps. But with reference to the sewage disposal, in that 
project, we received a written communication from the city engineer 
that the city of Alexandria would accept it on its sewer lines. 

So that it met the requirements of off-site construction. 

Mr. Corr. I don’t want to belabor it, but I do raise that, because I 
think it is important. Go ahead, sir. 

Mr. Wipnauu. Mr. Richards, the valuator is a civil-service employee 
of the FHA? 

Mr. Ricnarps. Yes; all employees, Congressman, are civil service, 
with the exception of the Director, and as a matter of fact, he, in 
reality, is, but is not as subject as the rest of them. All of the rest 
are civil-service employees and must meet the requirements of the 
Civil Service Commission. 
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Mr. Wipnaw. In hiring the valuator, what is the basic background 
required? What must his ability be? 

Mr. Ricuarps. I will furnish you with a detailed outline of the 
work of the valuator and his qualifications and requirements. But 
perhaps you would like to have Mr. Mack amplify at this time. 

Mr. Wipnatu. I am content to pick it out of your book, unless you 
would like to hear it, Mr. Chairman. 

Mr. Ratns. Yes; tell us. 

Mr. Mack. With respect to all positions that the Commissioner has 
told you about, in underwriting, the Washington underwriting head- 
quarters has worked out the specifications for eligibility, in the way 
of background, training, knowledge, and experience, with the Civil 
Service Commission. 

We have, in connection with the valuator, the requirement that he 
shall have at least 4 years of experience in this work, or the equivalent 
in instruction. 

The valuator is required to be able to show that he has had actual 
experience in valuation work. 

In the first 10 years of FHA’s history, most of that experience came 
from actual valuation experience in private industry, and in practice. 

However, through the years, our aides and junior men have re- 
ceived training within FHA, in valuation, as in mortgage credit and 
in architecture, which has qualified them for their work. 

So all of these men have had, in fact, actual valuation experience, 
and in the great majority of cases, that valuation experience has 
been had in the area in which they are working for FHA. Because 
valuation, more than the other two skills, namely, architecture and 
mortgage credit, requires an intimate knowledge of local conditions. 

Mr. Coir. Do you have sufficient personnel in each one of these of- 
fices to handle the type of work which you have described here, that 
is, that is performed by the valuator, and the architectural section ? 
It seems to me that is quite complex and difficult work, and generally 
speaking, do you have sufficient personnel to do that work? 

Mr. Ricuarps. I would say that, generally speaking, we have. How- 
ever, although we do not receive appropriations from Congress, we 
are obliged to go through the same procedure to spend our income, as 
though we were getting an appropriation, and we have had consid- 
erable difficulty because of the great variation of workload. 

We estimate a year ahead, and then Congress passes a new title, 
or economic conditions change, and we find we have perhaps a greater 
workload. If we have a lesser workload, we are not hurt, but if it 
is greater, we are. 

In 1949, the Congress provided that we could go on what was 
called a nonadministrative basis in the field, where our workload is 
affected to a greater extent by an increase in applications. We 
operated, on that basis, until this current fiscal year, and the appro- 
priations act took the flexibility out of our budget. We are back, now, 
on a specified, definite amount, without any flexibility. 

The flexibility given to us in 1949 provided that we could spend up 
to 35 percent of our previous year’s income, and as a matter of fact. 
we never spend anywhere near 35 percent of our previous year’s 
income, But, it is important, because at some times in the past, we 
have been pinched beyond the point we would like to have been 
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pinched in order to perform our workload obligation, with the staff 
that we have. 

Mr. Coir. Could you answer this question: Do you believe that gen- 
erally your offices have performed a good, workmanlike job, in “the 
architectural and valuator sections, or has it been a rather cursory 
examination / 

Mr. Ricwarps. I would say very definitely that on the whole, our 
office and employees, in those two sections, as in the other sections, 
have performed a very creditable job. 

Would you agree, Mr. Mack / 

Mr. Mack. Oh, yes, sir; I think you will see, as the Commis- 
sioner’s testimony progresses here, the requirement that each man 
consider each factor in its normal order and not in a cursory manner 

Mr. oan That is what impressed me, frankly, and I envisioned 
hundreds of applications going over these desks, and I was wondering 
whether or not it became a formal, routine matter, to say, “We have 
determined on this criterion,” or whether they actually do a real job 
of examining and make a real determination in each ease. 

Mr. Mack. It is my impression that mass production methods 
FHA operations do not make for efficiency but I believe our people 
have been efficient. 

Mr. Wipnatt. Mr. Richards, Mr. Foley mentioned reserves for the 
payment of losses amounting to $294 million to November 30, 1951. 
Where is that $294 million ¢ 

Is that invested? or is it on paper? What is the set-up / 

Mr. Ricwarps. If you have no objection, I answer that question 
quite specifically later in my testimony. 

Mr. Wipnat. All right. 

Mr. Deane. Do you show at any point, Mr. Richards, how long 
it takes to process an application ? 

Mr. Ricwarps. I do not, Congressman. I can give you that reason 
ably well, I think. We have very accurate information, submitted by 
our field offices, every month, on the total number of applications 
received, the total processed, the total on hand, and the time consumed 
in acting on these applications. I am going to give you, in general, 
the answer if we were operating on what might be construed to be 
a normal basis. 

I would say that on the single-mortgage application, the single- 
family home-mortgage application, that the normal processing time 
would be roughly 2 weeks, or possibly just a little more than 2 weeks. 

On the larger project, yes the average number of units in the 
larger projects is slightly in excess of a hundred—some of them being 
very large and some ‘of them not so lar ge—on a normal type of opera- 
tion, there, its average time for processing, after the application 
is received—not the preliminaries, but actually after the filing of the 
application—would be possibly 6 weeks to 2 months. 

Mr. Rains. I would like to say one thing that some people mis- 
understand, I am sure. 

You stated in your statement that the FHA is a self-supporting 
organization, much like the FDIC. Isn't that correct ? 

Mr. Ricuarps. Yes, sir. I go into that in some detail just a little 
later. 

Mr. Rarns. Well, go ahead with your statement, then. 
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Mr. Ricuarps. The land valuations made by comparison and the 
insuring office accumulates voluminous data with respect to land 
prices, land sales, cost of land development in the various areas within 
its jurisdiction. This data, for appraisal purposes, is similar in its 
use to the construction cost data referred to previously. 

When the valuator has found the site eligible and has valued it, he 
adds to this value the estimate of construction cost. This constitutes 
the FHA estimate of reproduction cost, new. This figure constitutes 
the upper limit of value which can be found by the valuator. It will 
be noted from this operation that the Valuation and Architectural 
Sections are required to establish an upper limit of value, in connection 
with proposed construction. 

In making out his report, the valuator must set forth this estimate 
of replacement cost. He is also required to show on his report the 
prevailing asking and sale prices for similar or comparable properties 
situated in the same or comparable areas. 

These data, together with much collateral data required on the 
form, guides the valuator to his estimate of “value by comparison.” 
The prices which he finds being paid in the market may be greater 
than the replacement-cost estimate, but his final valuation would be, 
in this instance, limited to the replacement-cost estimate. I think 
that is an important statement. 

However, the valuator may find prices paid being less than the 
replacement cost and, in such case, his valuation would be the lesser 
of the two figures. 

Mr. Ratns. That which he finds being paid in the market may be 
greater than the replacement cost, but the valuator is limited to what 
it will cost to replace it in placing his valuation on it; is that correct ? 

Mr. Ricuarps. That is correct. In other words, you might have an 
inflated market due to the shortage of a particular house in an area, 
that some person wanted to buy, or for some other reason. We feel 
that, as we stated, it is the upper limit of value, secured by adding 
the land and construction cost together, that cannot be exceeded. 

Mr. Rains. That is an important statement. Go ahead. 

Mr. Ricuarps. The valuator is also required, in the case of prop- 
erties to be rented, to make a valuation by capitalization. The lowest 
of the three value findings constitutes the final valuation made by the 
valuator. 

The case is now referred to the Mortgage Credit Section. Here the 
mortgage credit examiner analyzes the financial aspects of the mort- 
gagor applicant, that is, the borrower. Financial information relative 
to the borrower is required to be included in the application exhibits. 
Such borrowers fall into two general categories, as follows: 

If the borrower is the builder, he is analyzed as to his capacity to 
build the property, with respect to demonstrated building knowledge 
and experience; general credit record — 

Mr. Rarns. Where do those credit records come from? From the 
usual credit sources that banks and others use ¢ 

Mr. Ricnarps. That is correct—and any other data that might be 
available, but primarily the usual credit data supplied through credit 
agencies. 

A financial statement indicating financial capacity to consummate 
the proposed building operation. 
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A determination of eligibility of this type of borrower will result 
in a so-called firm commitment or a conditional commitment. 

The firm commitment will obligate the Commissioner to insure a 
mortgage executed by the builder applicant in the amount specified. 

The conditional commitment will obligate the Commissioner to in- 
sure a mortgage in a specified amount, conditioned upon the presenta- 
tion of a borrower who meets the stipulated eligibility requirements. 

In other words, one is when a borrower comes into the picture later, 
and the other is where you have him in at the time. 

If the proposed borrower is an individual who has title or will take 
title subsequent to completion of the property, he is analyzed as to his 
credit and character records; his present income and the probable 
continuity, increase or decrease of such income; his other liabilities 
which constitute a demand on such income, and, finally, his evident 
ability to meet the equity and monthly payment requirements of the 
proposed transaction. 

The mortgage credit examiner also computes the maximum insur- 
able mortgage in relation to the established valuation of the property ; 
the estimated capacity of the mortgagor, and the statutory limitations 
applicable to the proposed mortgage insurance transaction; the extent 
and complexity of these latter mortgage credit computations will be 
realized by virtue of the fact that there are more than 20 separate 
and distinct mortgage insurance provisions in the National Housing 
Act. Each of these have different statutory limitations as to amount 
of loan, term of loan, and eligible borrowers. 

Right there I would like to say that we have available for the com- 
mittee a digest of insurable loans which will give you, in detail, a 
breakdown of the statutory provisions of the more than 20 types of 
loans that we can Insure. 

Mr. Rains. That may be filed at the conclusion of your testimony. 

Mr. Ricwarps. The findings of the processors, made in each of the 
underwriting sections are subject to review by the section chief or his 
appointed deputy and, in connection with “problem cases” a review 
committee, comprised of the varicus chiefs of the sections, chair- 
manned by the chief underwriter, reviews the entire underwiting 
processing. 

Any section chief may amend the findings of a member of his staff 
but. if he does so, he assumes responsibility for the change and must 
set forth his findings upon the pertinent report and attach his initials 
thereto. 

After the processing of the case has been completed by each of 
the underwriting sections, the case is transmitted to the chief under- 
writer, or his deputy, for final review. This review results in a rec- 
ommendation of rejection or eligibility, made to the director. 

Mr. Corr. Or his deputy. In some office there would be more than 
one deputy to the chief underwriter? 

Mr. Rromarps. Normally there is only one assistant to the chief 
underwriter in the offices, even in the larger offices. 

Mr. Core. And those must all go to that individual? 

Mr. Ricuarps. That is right. 

Mr. Corr. They are all channeled, then, to one responsible indi- 
vidual to make a final determination ? 

Mr. Ricrarps. Who makes a final recommendation. 
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Mr. Corr. A final recommendation ? 

Mr. Ricuarps. To the director; yes, sir. 

Mr. Core. All right. 

Mr. Ricwarps. In the processing of each section of the underwrit- 
ing organization, the consideration of each of the factors required to 
be | present in connection with each case, such as location of the prop- 
erty, design and construction of the structures, and the financial aspects 
of the mortgagor, result in a rating of location; a rating of property, 
and a rating of mortgagor. 

These ratings are expressed numerically and must be determined in 
order toc omplete the processing required in each section. The Mort- 
gage Credit Section takes all of these ratings and resolves them into 
“rating of mortgage pattern” which is, in turn, a numerical expres- 
sion of the composite opinion of all processing of the case of the extent 
of mortgage risk involved. 

If the ratings made by any of the sections result in a numerical 
finding of less than 50, the case is automatically rejected. 

As to technical supervision of underwriting personnel and _ pro- 
cedure, each staff member of each underwriting section is subject to 
constant technical supervision by the chief or the deputy chief of 
the section. Section chiefs and their deputies are, in turn, subject 
to constant technical supervision by the chief underwriter. In addi- 
tion to supervisory activities, the various named officials have the 
responsibility of periodically holding training and supervisory con- 
ferences with their respective staffs. The chief underwriter and all 
members of the underwriting division of each FHA office are, in turn, 
subject to Washington underwriting headquarters supervision and 
Instruction. 

This latter activity is carried on through a constant flow of in- 
structive correspondence of both general and specific nature. In addi- 
tion, specialized supervisors, that is, supervisors especially trained in 
valuation, architecture, land planning, cost estimation, and mortgage 
credit, are detailed to insuring offices from time to time as the need 
appears. General underwriting supervisors, attached to underwrit- 
ing headquarters, constantly travel their assigned zones, comprising 
from 6 to 15 offices, for general supervision and instruction, including 
spot-checking of case processing in all sections, review and instruction 
in Management-improvement programs in the underwriting work, 
advice and consultation in problem cases, and all other required phases 
of underwriting procedures, in order to improve the competency and 
efliciency of the underwriting operation. 

The specialized supervisors are, in turn, supervised by underwrit- 
ing headquarters section chiefs. The general underwriting super- 
visors report directly to the Assistant Commissioner, underwriting, 
that is, Mr. Mack, or his deputy, as do the underwriting headquarters 
section chiefs. The Assistant Commissioner, underwriting, reports 
directly to the Commissioner. 

From this outline, it will be clearly seen that no one man performs 
all of the processing of any case, in underwriting. The conclusions 
of eligibility or ineligibility and, if eligible, the extent of the mort- 

gage risk recommended by the chief underwriter to be taken by the 
C ommissioner is a composite result of the processing of a number of 
individuals, each technically trained in the performance of his part 
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of the work. ‘This constitutes the final result in underwriting pro- 
cedure. ; ' 

As to commitment procedure: Upon completion of processing in 
the underwriting division, the case binder is routed to the commit- 
ment section where commitments to insure mortgage loans are pre- 
pared and typed. Basic data for the preparation of commitments 
are obtained from the underwriting report, which contains the find- 
ings of the architectural, valuation, land planning, and mortgage 
credit sections, and the recommendation of the chief underwriter. 

The commitment is prepared to show the case number, the section 
of the National Housing Act under which the mortgage will be in- 
sured, the name and address of the lending institution, the conditions 
prerequisite to insurance, property identification, the insurable mort- 
gage amount and terms, monthly payment to principal and interest, 
first éinual mortgage insurance premium, inspections necessary dur- 
ing the progress of construction, the expiration date of the commit- 
ment, and all other factors pertinent to the contractual agreement 
being entered into between the Commissioner and the lending insti- 
tution applying for mortgage insurance. 

After the commitment is typed, it is carefully checked by a clerk 
in charge of the commitment section prior to submission to the au- 
thorized agent for signature. Only insuring office directors and of- 
ficers specifically designated by the Commissioner are permitted to 
sign commitments as authorized agents. A final review of the com- 
mitment, constituting approval of the recommendations contained in 
the underwriting report, is made by the authorized agent prior to 
signature. 

In the event that the authorized agent finds reason to disagree with 
recommendations on the underwriting report, differences of opinion 
are resolved by conference prior to issuance of the commitment for 
mortgage insurance. When differences cannot be resolved in the local 
office, the file is forwarded to Washington headquarters for deter- 
mination. 

After issuance of the commitment, documents designated for the 
inspection binder, which includes the plans and specifications upon 
which the commitment is based, are forwarded to the architectural 
unit for use in conjunction with compliance inspections to be made 
during the progress of construction. Other material is placed in an 
office binder and is filed in the office management division. 

Mr. Rarns. These are inspections by qualified civil service em- 
ployees on the ground; is that correct 

Mr. Ricuarps. That is correct. 

As to compliance inspection procedure: compliance inspections are 
made by FHA compliance inspectors to determine that during the 
course of construction properties are actually built in accordance with 
or better than the contract documents which constituted the agree- 
ments on which the commitment to insure was issued. Varying types 
of properties receive varying types and frequencies of inspection 
basically set forth as follows: 

Small properties (one- to four-family dwellings) : All such prop- 
erties are required to have at least three inspections, one at the time 
of setting of the footings, or completion of foundations, another when 
the property is under roof, but when “roughed in” plumbing and 
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other mechanical equipment may be observed, and the third when 
the construction of the building has been completed. 

Alternate or optional inspections may be and frequently are made 
at any time during construction, when in the opinion of the chief 
underwriter, chief architect, or the compliance inspector assigned to 
the work, it is desirable or necessary to do so. 

Mr. Wiwnatt. Mr. Richards, did you answer the question asked by 
Mr. Rains as to whether or not these compliance inspectors are all civil 
service employees ? 

Mr. Ricuarps. They are, sir. 

Mr. Wiwnaty. Don't you have some special =. ince inspectors / 

Mr. Ricwarps. What do you mean by “special”? Virtually all of 
our employees are staff employees. We have a very, very few- 

Mr. Rarns. I note on page 18 of your statement, ‘that you make ref- 
erence to personnel engaged in compliance and inspection work in the 
field, “virtually all salaried employees.” 

1 wondered if there were any fee compliance inspectors ? 

Mr. Ricuarps. There are very, very few fee employees, throughout 
the country, and they are primarily in areas where it is difficult to 
employ a full-time man, or where the volume of work in that area, in 
a remote area, primarily, is so small, that the cost of sending men in 
would be excessive. 

Mr. Rains. In offices like Newark, N. J., office, or the Atlanta, Ga., 
office, all of those people, petit inspectors, would be salaried 
employees; would they not ? 

Mr. Ricrarns. I would think, in every office that you have named, 
they would be salaried employees. As a matter of fact, the number 
of per diem employees that we have is negligible. 

Mr. Wipnati. Who are these inspectors who get paid $7 per inspec- 
tion? 

Mr. Rarns. I think that is VA. 

Mr. Ricuarps. We don’t pay on that basis. 

Mr. Wipnati. You don’t have that set-up in your organization ? 

Mr. Ricuarps. No, sir. 

Mr. Wipnatt. There is a large development right near my home, 
where they have been having considerable trouble, and I think both 
FHA and VA are in there, but mostly VA; and in the last week they 
have had what is known as a special compliance inspector in there, 
who is actually the head of the Homebuilders’ Association; he must 
certainly be a part-time man, and not under civil service 

Mr. Ricuarps. That would not be under FHA. 

Mr. Wipnati. That would not be? 

Mr. Ricwarps. That would not be; no, sir. 

Mr. Rarns. You may proceed. 

Mr. Ricnarps. Multi-family properties (rental housing or large 
groups of small dwellings): The objective here is to assign a full- 
time inspector on the job as pe rsonnel may be available. Inspectors 

(1) re port to the chief architect per iodically on the progress of the 
nee Bi quantities and quality of materials on site (2) recommends to 
the chief architect that construction change orders proposed by the 
owners and builders of the property be accepted or rejected and (3) 
make recommendations of endorsement of mortgage insurance to cover 
construction money advances made to builders from time to time if 
the mortgage insurance contract so provides. 
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Mr. Deane. Right there, Mr. Richards, is where you run into 
some difficulty in not having enough inspectors to make as frequent 
inspections as you might want to make. Is that true? 

Mr. Ricnarps. In some instances, we have not had so many available 
as we would have liked to have; that is correct. 

Smaller projects of this type may have inspectors assigned as part- 
time, if in the judgment of the chief underwriter and chief architect 
the scope of the work is not great enough to require all of the time of 
an inspector. 

In addition to the general requirements of inspection of construction 
upon the site, compliance inspectors are required to report on the 
quantitative and gualitative aspects of construction of offsite sewers, 
water supply lines, streets, and other similar requirements of construc- 
tion beyond the mortgaged property which may be essential to eligibil- 
ity of the property as security for a mortgage loan. Inspectors also 
are required to examine and report on the extent of required rough 
and finish grading, sodding and other landscaping. 

The chief architect is the official supervisor of compliance in- 
spectors. However, in FHA offices having a substantial load of com- 
pliance inspection work the chief architect is authorized to appoint 
a member of his staff to act as a supervisor of compliance inspectors. 

This supervision generally takes the form of unscheduled and un- 
announced spot check inspections made by the supervisor. This super- 
visor also, from time to time, accompanies compliance inspectors on 
their rounds to check and instruct compliance inspectors in their work. 

Additional supervision of this phase of underwriting is given 
through general underwriting supervisors who are attached to the 
Washington underwriting headquarters staff and who have the re- 
sponsibility of supervision of all phases of insuring office underwrit- 
ing, including architectural, mortgage credit, and valuation activities. 
When required, specialized architectural supervisors who are members 
of the architectural section of the Washington underwriting head- 
quarters visit insuring offices and, by virtue of their specialized ex- 
perience, provide thorough inspection and training to all insuring office 
levels of personnel, including the chief architect. 

Escrow procedure: In order to insure a mortgage when it is im- 
possible at the time to complete the improvements because of condi- 
tions beyond the control of the mortgagee or mortgagor, such as com- 
pletion of landscaping work because of inclement. weather condition, 
the FHA employs an escrow procedure to provide adequate assurance 
of the completion of deferred items. This procedure may be recom- 
mended by either the mortgagee or the FHA when all the following 
conditions are effective : 

(1) The reason for noncompletion is one which makes it imprac- 
ticable or inadvisable to proceed; (2) the work to be deferred is of 
such character that its acceptable completion cannot be accomplished 
within a brief period of time, but there is assurance that it can be ac- 
complished within a reasonable period; (3) there remain no other 
requirements respecting improvements which have not been fulfilled, 
either by compliance or escrow; (4) the mortgaged premises must 
include a dwelling that is safe, habitable, and essentially complete; 
(5) the occupants of the individual properties would not be seriously 
handicapped in the use of the properties by the deferment of the 
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work, nor would postponement endanger, mar, or destroy work pre- 
viously completed, and vehicular access during all weather condi- 
tions shall be assured during the interim; (6) the record of the mort- 
gagee regarding fulfillment of earlier assurances of completion is such 
as to warrant further similar transactions. 

The escrow may cover on-site and/or off-site work. The agreement 
must assure the completion of on-site work within 6 months and the 
completion of off-site work within 12 months. The amount of the 
escrow is determined by the FHA and may not be less than double 
the FHA estimate of the cost of completing the deferred work, nor 
less than $100. The estimate is prepared by inspection personnel, is 
reviewed by the section chief, and recommended to the Director by 
the chief underwriter. 

Mr. Wipnatu. Mr. Richards, in the case where moneys are held in 
escrow, does the property owner receive notice that the escrow moneys 
are being released, or does he just find out casually later on that they 
have been released, after an inspection has taken place ? 

Mr. Ricuarps. As I recall, he does not participate in the release 
of the escrow. The contract is between the mortgagee and the builder. 
The escrowed amount, which is double our estimated cost, is held by 
the mortgagee, subject to an agreement between the builder and the 
mortgagee. The work must be completed in accordance with the 
original plans and specifications and approved by our inspector subse- 
quent to it being done. 

Mr. Wipnatt. So that the homeowner, or mortgagor, would not 
know whether or not the inspection had been complete, and the recom- 
mendation made for release of escrow moneys ? 

Mr. Ricrarps. In practice he would, because he is living in the prop- 
erty, and the work is done on the property, and our inspection is made 
at the property. 

Mr. Wipnatu. That is the crux of the complaints. We have a num- 
ber of homeowners who claim that an inspector has never been near 
the property and escrow moneys have been released, and it would have 
been necessary to go inside the premises in order to inspect. 

Mr. Ricnarps. That is true. In the event there are any such com- 
plaints as that, necessarily we would investigate them. But after 
the escrow, unless it is some very minor item, there is the regular in- 
spection made by our inspector, and a final compliance inspection 
completed, and inspection report completed. 

Mr. Wipnatx. In other words, as I understand it, the property 
owner, or mortgagor, would have no opportunity to say “These 
escrow moneys should not be released and I question the inspection” ? 

Mr. Ricwarps. Well, in the first instance, contract is entered into 
for the construction of the house, and a buyer at a later date had 
nothing to say about the release of the funds as the work progressed. 
So that the contract provides for the payment of a certain amount 
of money, out of a mortgage, and as the work is done, either before 
or after escrow, it is disbursed. 

Mr. Rarns. From the strictly legal standpoint, of course, any escrow 
agreement would be between the mortgagee and the builder. How- 
ever, it seems to me it would be very good practice for the one who 
is living in the house, even though he has delegated the FHA as 
his agent, to carry out the inspection, it would seem good practice 
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to notify him also that the work has been completed and the moneys 
released. 

Mr. Ricuarps. Possibly so. 

Mr. Deane. Doesn't the architect usually participate in those find- 
ings, more or less representing the owner? 

Mr. Ricuarps. Well, the FHA architect is the one who draws up 
the requirements and figures the cost and, as such, he is the one 
that later—or someone else in that section—determines whether or 
not the requirements have been complied with satisfactorily. 

Mr. Deane. I am thinking about the architect for the project. 

Mr. Ricnarps. If the owner of the property has an architect, nec- 
essarily he would be interested in determining whether or not the 
work has been done in accordance with plans and specifications. 

Mr. Wipnautw. Mr. Rains undoubtedly correctly stated the rela- 
tionship between the mortgagee and the builder, but in many cases 
the mortgagee and builder are one and the same thing, because the 
mortgagee can be a lending institution, in which the builder has an 
interest, and that has happened in many instances. 

The mortgagee has no particular interest as long as the loan is 
guaranteed by the Government. 

Mr. Ricwarps. Well, he has an interest in making sure that the 
guaranty is available. 

Mr. Wipnat. Then if the inspector comes in and says that there 
has been compliance, the mortgagee then lets go of the escrow moneys 
to the builder, but the purchaser, the home owner, has no ability to 
say that there hasn’t been compliance. He finds out later that the 
escrow moneys have been released. 

Mr. Ricuarps. Of course, he has no right to prevent the mortgagee 
from disbursing funds during the course of construction of the house, 
either. 

Mr. Wipnati. I understand. 

Mr. Corz. No; but what we are interested in, Mr. Richards, not 
entirely in a completely legalistic approach, we are interested in 
trying to do a good job, and the FHA is interested in trying to do 
a good job. The FHA is interested in knowing that the specifications 
have been completed . 

Mr. Ricuarps. That is right. 

Mr. Coir. Therefore, if there is some method by which that in- 
formation can be channeled to the FHA, you are interested in knowing 
that, not as a legal matter, but as a matter of doing a good job? 

Mr. Ricuarps. That is right. If there is any concern on the part 
of the owner that he is not getting what he paid for, we are interested 
in knowing it, as you say. 

Mr. Wipnatit. What bothers me, Mr. Richards, is this: If escrow 
moneys are released without proper inspection or with failure of 
inspection, there is no protection for the property owner and mort- 
gagor. There are no moneys there available to him, to guarantee the 
peerovascete that they were originally supposed to insure. They 
ave been released without his knowledge, and all of a sudden he 
wakes up and finds-the deal is over. 

The lending institution says “We don’t care, we have got a good 
Federal guaranty on this. Get rid of it. Sell the house. Give 
it back to the builder.” Meanwhile, the builder is glad to get it back 
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because inflation has run values up more and he can make more 
money. So he doesn’t care either. 

Everybody is in a position where he doesn’t care. 

I am concerned with trying to find out what we can do so that 
the home owner can have some knowledge of release of escrow moneys. 

Mr. Rrcmarps. I don’t think it would be very difficult for us in 
FHA, when we make the final compliance inspection, and send it 
to the mortgagee, to notify the home owner. 

Mr. Wiwnatt. I think that would make a lot of difference, to say 
that a release would take place on a certain date. 

Mr. Rarns. I think we all agree that you are not required to do 
that legally, but I think it would save a lot of these complaints, due 
mostly to misunderstandings. 

Mr. Richards and members of the subcommittee, we will recess until 
2 o'clock. We will try to complete the testimony of Mr. Richards 
and also Mr. King, this afternoon. 

(Whereupon, at 12:15 p. m., the hearing in the above-entitled mat- 
ter was recessed until 2 p. m.) 


AFTERNOON SESSION 


Mr. Rarns. The committee will be in order. 

We will proceed, Mr. Richards, with your statement. 

Mr. Ricuarps. Very well, Mr. Chairman. I am continuing to deal 
with the matter of setting up an escrow, Mr. Chairman. 

The Director advises the mortgagee regarding our willingness to 
accept the assurance as an inducement to endorse the note for insur- 
ance. Prior to endorsement, the closing unit checks the agreement 
to determine compliance with the requirements and verifies the proper 
execution of the document including the notarized signatures. A 
tickler file is maintained to assure follow-up prior to the date speci- 
fied in the agreement, in the event the work has not been completed 
before that time. 

When the work has been completed, the mortgagee notifies the 
insuring office of such completion and requests an inspection of the 
work. The inspection is assigned to qualified technical personnel 
who examine the deferred work to determine compliance with the 
requirements of the commitment and the scrow agreement. 

A report is submitted to the section chief who reviews the report 
and submits it to the chief underwriter for his review and recom- 
mendations to the Director. If the work has been satisfactorily com- 
pleted, the Director advises the mortgagee and authorizes the release 
of the escrowed funds. The file in the case remains open for follow- 
up until such time as the mortgagee certifies that the escrowed funds 
have been disbursed. In the event the work has not been satisfac- 
torily completed, the Director advises the mortgagee of the work re- 
quiring correction before any of the escrowed funds may be released. 

When the deferred work is not completed by the date specified in 
the agreement, the Director initiates a series of letters to the mortgagee 
calling for fulfillment of the terms of the agreement and, if action is 
not taken, withdraws from such mortgagee any further benefits of 
the escrow procedure. 

Closing procedure: When the final compliance inspection report is 
made showing that the construction has been completed in accordance 
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with the approved plans and specifications and all other conditions 
of a commitment for mortgage insurance have been complied with, or 
escrow agreement entered into, and prior to the expiration of the com- 
mitment, the lending institution submits credit instruments, including 
the mortgage note, evidence of compliance with conditions of the com- 
mitment, the first annual mortgage insurance premium, and requests 
endorsement of the note to signify insurance of the mortgage. 

After closing papers have been numbered and the mortgage insur- 
ance premium payment has been receipted for and sclieduled for de- 
posit by the receiving unit, the closing papers, together with the 
binder containing the application, the commitment, compliance in- 

spection reports and related documents, are routed to the closing unit 
for review prior to insurance. 

A staff employee in the closing unit reviews the case to determine 
that all necessary papers, including the application, underwriting 
reports, commitment for insurance, credit instruments, are present 
and in order; that the proper descriptions in the application, the 
commitment, and the mortgage are one and the same; that all condi- 
tions of the commitment have been fulfilled or are provided for in an 
escrow agreement; that the credit instruments are correct in all re- 
spects, and are insurable under the National Housing Act and admin- 
istrative rules and regulations issued thereunder; and that all earned 
fees and premiums due have been collected. 

If the case is deficient in any of the above respects, endorsement for 
insurance is withheld pending clarification or correction. If there 
have been overpayments of fees or premiums, refund vouchers are 
initiated. If earned fees or premiums due have not been collected, 
the lending institution is solicited for payment. If the case is in order 
in every respect, the note is prepared for the signature of the author- 
ized agent. 

Prior to signature, the authorized agent satisfies himself that all 
instruments and documents are in order and that the mortgage is 
eligible for insurance. The signature of the authorized agent on the 
reverse side of the note constitutes insurance of the mortgage. 

After insurance, the endorsed instrument is returned to the lending 
institution, the inspection binder is filed in the office, and the office 
binder is forwarded to Washington headquarters. 

Mr. Rains. Mr. Cole has some questions at this point. 

Mr. Coir. Mr. Richards, returning back to your statement relating 
to escrow and closing, you have a final compliance inspection report, 
showing that the construction has been completed in accordance with 
approved plans and specifications. 

In how much detail does the inspector attempt to determine that 
the specifications have been complied with ? 

Mr. Ricuarps. Generally in all respects. 

Mr. Coix. In all respects? 

Mr. Ricuarps. Yes, sir. 

Mr. Core. In that connection, then, that has to do with heating 
units, plumbing, and all of the other construction specifications, does 
it not? 

Mr. Ricuarps. That is correct. 

Mr. Corr. I suppose it would be possible for a prospective pur- 
chaser to have examined the specifications, entered into a contract to 
purchase, and then, thereafter, for the specifications to be changed 
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with the consent of the FHA, and the purchaser would know nothing 
about the change in the specifications? That could happen, could 
it not ? 

Mr. Ricuarps. Well, when did he purchase the property? Prior 
to commencement of construction, and was he the mortgagor? If 
that were the case, there would be no change without his approval. 

Mr. Coir. Without his approval ? 

Mr. Ricuarps. If you are assuming that a builder is the original 
mortgagor, the changes would have to be approved by the builder 
mortgagor and the mortgagee and the FHA—in which event a sub- 

sequent “buyer of the property might not be aware of a change in 
specifications during the course of construction. 

Mr. Core. It would probably be necessary for me to obtain more 
facts about this situation, but here is a case, for instance, where it is 
stated that the FHA specifications called for a Chrysler Air-Tem 
forced air furnace with 70,000 B. t. u.’s. A Bilt-Well furnace with 
48,000 B. t. u. output was installed. This was a saving of $150 at 
least to the contractor. 

Again, I am not familiar with the set-up, as to whether or not he 
was the purchaser, or the direct mortgagor. He may not have been. 

Mr. Ricwarps. I would like Mr. Mack to say something at this time. 
However, let me say this: If there is a change in the plans and speci- 
fications that affect the cost, or value, that ‘would be reflected in the 
mortgage amount, either up or down. 

Mr. Mack, will you pursue that further, please? 

Mr. Mack. Sir, with reference to that specific case, it might be a 
coincidence, but we have had considerable correspondence about it. 

Mr. Core. It might be, because there has been considerable to-do 
about it. 

Mr. Mack. In Wichita. 

Mr. Corz. Well, it may be, but this man is in Topeka. 

Mr. Mack. Well, it is in that area. 

Mr. Cote. Yes. 

Mr. Mack. We have had a considerable investigation of that case. 
That is a case which is quite difficult to resolve because of the point 
at which the purchaser came into that transaction. We have not been 
able to determine that precisely. 

Mr. Corr. Let’s see if we can identify that further? Is that the 
one that has asbestos shingles instead of wood ? 

Mr. Mack. Yes. 

Mr. Coir. That is the same one, then ? 

Mr. Mack. One of our general underwriting supervisors has been 
out there this week. But confirming what the Commissioner has 
said, generally our contract is with the mortgagee. If the builder, 
working under the plan of financing that he has with the mortgagee 
involving FHA insured mortgage, elects to install material or equip- 
ment which is better than that specified, we will take no exception, and 
in these cases of small-dwelling construction, no change order is 
necessary. 

If there are substitutions, however—and by the way, in this case 
reference was made to “FHA specifications,” as I recall it. FHA 
does not have specifications. 

Mr. Cote. I realize that. Yes; he does say that. 
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Mr. Mack. Those were the ones submitted at the time which were 
deemed acceptable. 

Mr. Coxe. I understand. 

Mr. Mack. They can be amended so long as the resultant construc- 
tion is as good as or better than that which was originally specified. 

Obviously, a 48,000 B. t. u. system in a specification providing for 
75,000 B. t. u. output would not be deemed equivalent and that is one 
of the reasons for our investigation of this case. 

Mr. Corr. Then the question, so far as this particular case is con- 
cerned, is as to the time in which the purchaser entered into the 
picture ? 

Mr. Mack. Yes. But in any event, FHA would not be constrained 
to notify a purchaser. 

Mr. Cote. I realize that. 

Mr. Ricwarps. However, let me say again, that if a substitution 
is made which reflects in the cost, by reducing the cost, that would 
reasonably be expected to reduce the maximum amount of the mort- 
gage, providing, of course, that the mortgage in the first instance was 
at a maximum. 

If it was below a maximum, necessarily it might not need to be 
reduced. 

Mr. Mack. And if I may add, sir, the change must still continue to 
be an eligible change. 

Mr. Coir. Yes; I understand that. 

Then turning to the general question of these inspections, the in- 
spector does determine, prior to approval, that the project has been 
built according to plans and specifications. 

Now, if the project has not been completed according to plans and 
specifications, he will not approve it, is that correct ? 

Mr. Ricuarps. That is correct. 

Mr. Corr. Unless there are agreed upon modifications, which might 
perhaps modify or not, the contract, or the mortgage. 

Mr. Ricuarps. That is correct. 

Mr. Coir. Now if, by some subterfuge, a builder had included in his 
house a substitution not known to the inspector, or had failed to include 
certain things in the construction which should have been included 
and the inspector was misled, what recourse, if any, do you envision 
that the FHA would have? 

Mr. Ricuarps. What recourse against the builder? 

Mr. Corr. Yes. 

Mr. Ricnarps. I presume you intended to mean, too, that we had 
gone ahead, not knowing what had happened, and insured the note? 

Mr. Corr. Yes; not knowing. 

Mr. Ricuarps. Not knowing, and had insured the note ? 

Mr. Core. Yes. 

Mr. Ricuarps. I would like to take this occasion to mention a specific 
vase Where that happened, only the fault was really with the in- 
spector. 

We had a case out in Billings, Mont., about 2 or 3 years ago, where 
one of our inspectors was given the assignment to make a final com- 
pliance inspection. 

He submitted his report, and there were certain defects previously 
noted, but he stated that they had been corrected. j 
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We insured the note, and later found out that the inspection had 
not been made as the inspector stated, and that he had completed his 
report without actually having made the inspection, and as a result 
did not see that the work had not been done. 

Now, from the standpoint of requiring the builder to go back and 
make adjustments, we had no legal authority other than through 
persuasion, and suggest, of course, that if he did not do so, we would 
not enter into any further commitments with him. In connection 
with the employees, we discharged the inspector, and not only did we 
discharge the inspector, but we discharged the chief underwriter, 
whom he was reporting to because he had failed in the discharge of 
his obligations. 

Mr. Corte. Well, I assume also that the builder does furnish a cer- 
tificate, does he not, that the house has been built according to plans 
and specifications, and is that not a statement upon which he obtains 
the credit? Therefore, there might possibly be a criminal liability, 
might there not, if he obtains credit under false pretenses ¢ 

Mr. Rrcnarps. W ell, a builder is doing a job in many instances 
for a mortgagor. The builder is the third party to the transaction. 

Mr. Cote. Yes; that is true. 

Mr. Ricuarps. And, of course, FHA has no contractual obligation 
with anyone other than the mortgagee. We do have a considerable 
amount of influence with most builders, because they want to con- 
tinue to enjoy the benefits of the liberal type of financing. 

Mr. Corz. Yes; I think that would be a powerful inducement. Ap- 
parently, then, there is no contractual relationship or even such a 
relationship of furnishing a certificate that the property has been 
built according to plans and specifications, and that he is obtaining 
the credit under false pretenses? 

Mr. Ricwarps. He may have, with the person for whom he is build- 
ing the building. 

Mr. Cotz. But not with the FHA ? 

Mr. Ricuarps. Not with the FHA. 

Mr. Corr. I see. Now, I am certainly unfamiliar with building 
and have had very little experience with it—and that experience that 
{ found that some of the things that you thought would do the job 
later did not do the job, and when the construction was completed, 
you found that doors did not close, water seeped into the basement, 
paint peeled off, and so on. I am not describing my own home now, 
because we had a pretty fair job, but so many things can happen to a 
house once it has been constructed, and even when it has been con- 
structed according to plans and specifications. So many things can 
happen to a house to make it unsatisfactory, or at least to cause diffi- 
culties to arise between a builder and a purchaser. 

Prefacing my statement with that comment, I have in mind: Is it 
possible that, in specifications, the builder could substitute, let us say, 
a type of paint for one which had been included in the specifications, 
a type of paint not as good, or a type of flooring which was not quite 
as satisfactory, up to standard grade, not as wide as it should be, or 
too wide, or cut improperly, or all the rest of the things that could be 
involved in the construction of houses? Those things could occur, 
could they not ? 


Mr. RICHARDS. Yes. 
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Mr. Cove. Then I understand, that if that happens, and if he does 
it willfully and maliciously, that the FHA has no recourse upon the 
builder himself, if he has dealt with an original mortgagee ? 

Mr. Mack. That is correct, sir. Except ‘that of rather potent moral 
suasion and pressure. 

Mr. Coie. Yes. 

Mr. Deane. Would you yield? 

Mr. Cour. I vield. 

Mr. Deane. Do you not retain a certain percentage of the insured 
mortgage funds to guarantee that the project will be completed accord- 
ing to specifications ¢ 

Mr. Ricuarps. Well, in the home-mortgage program, the single- 
family type construction, all of the commitment contracts that we 
enter into with the mortgagee are on the basis that we do not insure 
the note until the house is “completed in accordance with plans and 
specifications and meets all the rest of our requirements. 

So that we have nothing to do with the disbursement of funds for 
the payment of the contractor. 

In connection with the larger projects we do. 

Mr. Cove. Then the final answer to that is, pribably, an extremely 
careful inspection, isn’t it ¢ 

Mr. Ricuarps. I think that is right. 

Mr. Coie. To protect not only the home owner, but to protect the 
Government. 

Mr. Ricuarps. That is correct 

Mr. Coir. An honest, careful, conscientious inspection by capable 
men, done on the scene of the job. 

Mr. Ricuarps. That is exactly right. 

Mr. Cote. There is so much misunderstanding in these things. I 
went out through one of these difficulties at home. It didn’t involve 
FHA, but rather VA. However, there was so much misunderstand 
ing about the situation from the point of view of the poor fellow who 
buys a house and it just falls down over his head. I don’t blame him. 
He feels it is a Government project and that, therefore, the Govern 
ment should do something about it. 

So I do think that we in Government do have a very strong respon- 
sibility to see to it that these houses are built properly, according to 
plans and specifications, and that the opportunity for misunderstand- 
ing, fraud, or whatever it may be, is kept to the very, very minimum. 

Mr. Ricwarps. I agree with you. In the balance of this statement 
I have one specific part which deals with complaint cases, and also 
another part which deals with our personnel. I touch on those two 
items very strongly. 

Mr. Mack would like to say a word, first. 

Mr. Mack. If I may, sir, I would like to add one thing to youl 
very correct statement: We are not so defenseless in our complian 
inspection as may appear just from this discussion. 

Builders, with very few except ions, operate local area businesses. It 
doesn’t take us long to find out the type of building and the quality 
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have means, by what we call quality adjustment percentages, of reflect- 
ing our previous experience with builders in our actual underwriting 
processes. 

Mr. Rarns. You may proceed, Mr. Richards. 

Mr. Ricuarps. Refunds of fees and premiums collected: If pre- 
liminary analysis of an application for mortgage insurance discloses 
factors which would preclude insurance, the underwriting report rec- 
ommends rejection of the case. Upon concurrence of the authorized 
agent, the case is rejected for reasons specified in a notice to the lend- 
ing institution and the entire application fee is refunded. 

Tt analysis of the application proceeds beyond the stage of pre- 
liminary examination, the application fee is considered to be earned 
regardless of whether the application is subsequently withdrawn or 
the case is rejected for reasons which render the mortgage ineligible 
for insurance. 

The application fee is $45 per case. However, if the mortgage is 
insured, that portion of the application fee in excess of $20 is re- 
funded to the lending institution. 

No mortgage insurance premium is considered to be earned unless 
the mortgage is actually insured by endorsement of the authorized 
agent. If premiums are received and deposited on the account of 
mortgages which are not subsequently insured, such premiums are 
refunded to the lending institution. 

Property management: After a mortgage is insured, there are many 
operations to be performed by FHA. The most important of these 
are 

Mr. Rarns. Are you talking about single-unit homes now ¢ 

Mr. Ricuarps. Yes, sir. 

Mr. Rarns. All right. 

Mr. Ricwarps. The most important of these are the collection of 
annual mortgage insurance premiums, investment of earned surplus 
and insurance reserves, mortgage servicing to avoid or cure defaults, 
payment of claims, acquisition and management of properties, servic- 
ing of mortgages assigned in lieu of foreclosure, and the sale of ac- 
quired property. 

Mortgage servicing activities of the administration are constantly 
increasing both in magnitude and importance. We advise and consult 
with mortgagees with respect to all aspects of project mortgages sub- 
sequent to final endorsement for insurance and maintain a continual 
analysis of insured project operations and financial statements to de- 
termine the method, scope, and soundness of operations, compliance 
with established rental schedules, and other financial requirements. 

We examine and approve appropriate extension and modification 
agreements designed to protect the mortgagor against foreclosure re- 
sulting from adverse circumstances of a temporary nature. 

In the field of small-home insurance we likewise maintain complete 
records of all defaut cases and through our field offices we cooperate 
with the lending institutions and the mortgagors in effecting correc- 
tion of such conditions whenever possible. 

When all efforts to avert foreclosure have failed, the mortgagee 
may transfer title of the property, or under some sections of the 
act, assign the mortgage to the Commissioner and receive Federal 
Housing Administration debentures with the insurance contract or 
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it may elect to retain the property. The insurance contract is term- 
inated upon the happening of either event. 

When the lending institution elects to assign a mortgage to the 
administration, we, having become the actual mortgagee, continue our 
efforts to correct the condition of default, and failing to do so must 
acquire title by foreclosure or by acceptance of a deed which may be 
tendered in lieu of foreclosure. 

The management and eventual sale of all properties acquired by 
the Commissioner is handled by the property management staff 
under general policies and procedures recommended to the Com- 
missioner by the general counsel and Assistant Commissioners. 

Mr. Rarns. Mr. Richards, this is a very minor matter about which 
I am going to interrupt you now, but I have had it from a good many 
places. 

That is a complaint from the various bar associations over the Na- 
tion, locally, I should say, that FHA foreclosures are generally 
handled in a State out of the city in which the main office of the FHA 
is located, and that in order to handle it, the FHA must pay travel 
expenses for that lawyer from that city to various other cities in the 
State. 

There is complaint about that. In addition, in the State of Georgia, 
they passed a law through the legislature to make all foreclosures 
come on the same date in order to preclude that. 

The point I make, that is lawyers in these towns away from the big 
towns, complain about the big city lawyers coming down to their 
towns and foreclosing these mortgages. That has nothing to do with 
financing, but I think it is something that ought to be looked into 
and at least would make for good, friendly relationships with a lot 
of important people out in those country districts. 

Mr. Ricuarps. Of course, we have nothing to do with that. 

Mr. Rarns. That is up to the general counsel, I assume. Go right 
ahead. 

Mr. Ricwarps. No sales of a project or group of small homes may be 
concluded without the specific concurrence of the Commissioner. 

Caution is exercised in establishing rental rates and sales prices to 
avoid “underpricing” the market and thereby adversely affecting other 
properties. The minimum acceptable price and terms of a project 
offered for sale are publicly advertised to afford the opportunity of 
bidding to any interested party. 

Mr. Deane. Mr. Richards, I don’t know whether it should come up 
here or later. But could you take an average-size dwelling, or a 
large 608 project, and describe the principles of insurance, how it 
is handled and how it is operated ? 

Mr. Ricuarps. I think probably, Congressman, it would fit better 
into the section I have devoted to 608 projects, and I will be glad to 
cover it there. 

Mr. Deane. Very well. 

Mr. Ricnarps. Fiscal operations: The original National Housing 
Act was approved June 27, 1934. It has been amended 44 times in 
174% years. Many of these amendments introduced new programs for 
which new insurance funds were established. We are now operating 
eight separate insurance funds as follows: ; 

Title I insurance fund. 
Title I housing insurance fund. 








44 HOUSING CONSTRUCTED UNDER VA AND FHA PROGRAMS 


Mutual mortgage insurance fund. 
Housing insurance fund. 

War housing insurance fund. 

Housing investment insurance fund. 
Military housing insurance fund. 
National defense housing insurance fund. 

Mr. Rats. Is it essential to have all of those separate, or is there 
overlapping duties and powers. 

Mr. Ricuarps. At the time each was set up, it was deemed advisable 
by Congress to have separate funds. One of them is a mutual fund, 
that is title 11. ‘The others are not mutual, although they incorporate 
different types of risks. 

Mr. Rarns. But they do cover specifically different types of 
financing ¢ 

Mr. Ricuarps. That is right. 

Mr. Deane. Last year we amended the law involving FNMA, and 
then you decided, in Housing and Home Finance, the allocation of 
these funds. Is that involved in these different sections of which you 
speak here, these various funds, and how you arrive at that decision ? 

Mr. Ricrtarps. Would you mind Jettting me read this? 

I may answer your question in what I am about to read you, 

Mr. Deane. All right. 

Mr. Wipnatu. Mr. Richards, apropos of the first remark made by 
Mr. Rains, you said in the first instance the various funds were set 
up to meet specific needs that Congress felt should be met at the time. 

Mr. Rictrarps. Yes. 

Mr. Wipnatt. Do you think that now, by the merger of some of these 
organizations, you could cover the subjects throughly and effect a 
substantial saving as far as the taxpayer Is concerned ¢ 

Mr. Ricuarps. We are a self-sustaining organization, but I will 
say this: It is my opinion that, by repealing certain portions of the 
National Housing Act, as amended, we could operate at less cost, 
probably, virtually as effectively to the citizens of this country as we 
are now. 

Mr. Rarns. Before we conclude this hearing, will you give us your 
recommendations along that line? Not necessarily today, but before 
we get through. 

Mr. Ricwarps. I would be glad to. 

One of these funds, namely, the mutual mortgage-insurance fund 
created under title 11 of the act, embraces a number of separate group 
accounts. 

I think, Congressman, this is one point in which you might have 
been interested: 

Section 205 of the act provides that mortgages insured under section 
203 shall be classified into groups in accordance with sound actuarial 
prac tice and risk characteristics. 

Each group account is credited with the income and charged with 
the expenses and losses of the mortgages in the group. If such income 
exceeds the expenses and losses, the resultant credit balance is distrib- 


ted in the form of participation payments to morteagors of the group 
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mortgages remaining in the group or when all outstanding mortgages 
in the group have been paid. 

Two hundred and ninety-four group accounts have been established 
and 207 are still in force; the 87 others have been terminated. 

The first participation payments were made as of January 1, 1944, 
and during the 8 years following that date total payments of over 
$34 million have been made on about 309,000 insured loans. 

In other words, those are dividends to the mortgagors who were in 
those accounts that have been closed out. 

Each group account is a separate financial and insurance entity in 
that it supports its insurance losses and expenses from its own pre- 
mium, fee, and investment income. A group account may for this 
purpose be viewed as a separate insurance company, and the group- 
account system as a multitude of distinct insurance companies. 

There is, however, a reinsuring device which binds the separate 
group accounts, and this is known as the general reinsurance account. 
The general reinsurance account is ¢ redited at the termination of each 
group account with 10 percent of the premiums collected by the group 
account. In turn, the general reinsurance account absorbs the deficit, 
if any, which remains at the termination of a group account. 

From the establishment of the Federal Housing Administration in 
1934 through November 30, 1951, its gross income from fees, insurance 
premiums, and income on investments totaled nearly $588 million, 
while operating expenses and losses amounted to less than $313 million, 
including reserves for losses on defaulted title I notes held by the 
Administration. These figures exclude both expenses and ante from 
title I operations prior to June 30, 1939, when collection of premiums 
under this program were first authorized. Total earnings and capital 
available for future insurance losses as of November 50, 1951, were 
$294,000,000. 

Expenses of administration during the first three fiscal years of its 
existence—1935 through 1937—were met from funds advanced through 
the Reconstruction Finance Corporation by the United States ‘Treas- 
ury. During the next three fiscal years—1938 through 1940—partial 
payments of operating expenses were met from income. Since July 1, 
1940, FHA operating expenses have been paid in total by allocation 
from its income. 

Gross income during the fiscal vear 1951 under all insurance opera 
tions of the Federal Housing Administration totaled S98 million. 
Expenses of administering the agency during the fiscal year 1951 
umounted to $31.2 million, leaving ah excess OF 2Toss income over 
operating expenses of $66.8 million to be added to the various insur- 
ance funds. 

The excess of 2Tross income over operating expenses for the fiseal 
year 1952 1s estimated at $78.2 million. 

The totnl losses in all insurane e funds including’ modernization and 
improvement loans under title I from the inception of FHA through 


November 30, 1951, are a fraction of J percent of the total insurance 
written. 
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Such investments are made upon the recommendation of the Finance 
Committee and concurrence of the Commissioner. The book value of 
our investment account as of November 30, 1951, was $284.7 million, 
all of which is invested in United States Government securities. The 
annual yield on these investments is 2.43 percent. 

Mr. Deane. At this point, Mr. Richards, since the enactment of 
the Federal Housing Administration, is this the first time that the 
agency has been asked to give more or less an accounting of what has 
been taking place / 

Mr. Ricnarps. We are required by the statute to make a report. 

Mr. Deane. I mean before a committee of Congress. 

Mr. Ricuarps. Before a committee; yes, sir. 

Mr. Deane. I think this last statement is certainly a challenge, it 
seems to me, as to the splendid record you have made and the small 
amount of losses that you have encountered. 

Mr. Ricuarps. Complaint procedure: A specific procedure for the 
handling of construction complaints made by owner-occupants after 
insurance comprises the following actions by the field offices: 

1. The designation of a qualified person with complete responsi- 
bility for the handling of complaints. 

2. Immediate acknowledgment of the complaint letter and referral 
of the complaint to the Chief Underwriter for field inspection or re- 
view by the appropriate underwriting unit. Written reports are to 
be returned to the administrative officer, who will then decide the 
action necessary in bringing the condition to the attention of the 
builder or mortgagee or both. 

3. A definite record of each case is maintained and a follow-up is 
made at prompt intervals to avoid any unnecessary delay. Such 
record also shows the status of the action taken, namely, satisfactory 
adjustment, further consideration unjustified or the complaint charged 
against the builder as a failure to cooperate. 

4. Failure to correct serious or justifiable complaints will result in 
administrative determination to restrict the offending builder as to 
further commitments. 

Complaints may be sent direct to the field office which handled the 
case or sent direct to Washington. If the complaint comes to Wash- 
ington the Zone Commission having jurisdiction sends the complaint 
to the director with instructions to investigate and submit a report 
of his findings and the results of his efforts to obtain satisfactory 
adjustment. The director in any case investigates the merits of the 
complaint and if it appears from his examination that the complaint 
is justified and the fault of the builder, efforts are made to have the 
builder make corrections. 

Mr. Ratns. Suppose you get a complaint, and it is turned over and 
goes through that, which looks to me as very good procedure, and then 
it goes out to the director in the field, and the complaint is that a 
building isn’t according to specifications. Does that director send 
out the same inspector who looked it over before, or does he send out 
some other inspector ¢ 

Mr. Ricnarps. Normally we would have someone who has the re- 
sponsibility of handling complaints as such and it would not be as- 
signed to the same person who made the inspection before. That 
would be the normal procedure. 
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Mr. Rarns. In other words, you would get a different check on it? 

Mr. Ricwarps. Yes, sir. 

Mr. Deane. Have you had any complaints along this line, Mr. Rich- 
ards—I am thinking of a large textile mill in a village, which was 
sold, and then the company or some banking institution took the first 
mortgage, and then improvements were needed, and someone came 
around to make the improvements and took out a second mortgage. 
Are those second mortgages FHA-insured ? 

Mr. Ricwarps. We insure no second mortgages. We only insure 
first mortgages. 

However, under Title I. Modernization and Repair Loans, loans 
may be made by an approved lender to an individual owner, or to a 
long-term tenant, for repairs to the house. 

Mr. Deane. These loans that I have mentioned, have they been 
brought to your attention ? 

Mr. Ricuarps. No. However, we have had at different times cases 
like you describe, in a mill area, where mill properties are turned over 
to individual speculators or purchasers, and then they are resold. 

Many times we are asked to insure loans on those properties. 

Mr. Rarns. Usually a loan made by a bank, you say, or some local 
lending institution ? 

Mr. Ricuarps. Yes; it has to be made by an approved mortgagee, 
which generally would be a local bank, or a savings and loan association 
or mortgage company, or an insurance company. They would file an 
application to have a loan insured for the purchase, we will say, of 
the house. 

Now, up to this time we have been talking primarily about new 
construction, but we also do a very large business on existing con- 
struction. An existing house has to meet our requirements if we In- 
sure a loan on it. 

It may be that when we approve the application we do so subject 
to certain changes or improvements being made. It might be that 
the structure needs a new roof, or that the foundation needs repair, or 
some other such thing, which we would put on as a condition of the 
commitment. 

Mr. Wipnatn. Mr. Richards, you stated that failure to correct se- 
rious or justifiable complaints will result in administrative deter- 
mination to restrict the offending builder as to further commitments. 

I think earlier in your testimony you spoke about the fact that 
most of your dealings were with corporate entities. If that builder is 
dealing under a corporation name, under corporation A, what is to 
prevent him coming in under B corporation to get further com- 
mitments? Is there any check at all as to the responsibility of a 
builder as a person, operating under a corporate name ? 

Mr. Ricuarps. Yes; there is. We require, of course, evidence of 
who the principal stockholders of the corporation are, and if we have 
had unsatisfactory experience with the principal stockholders of a 
corporation asking for insured credit, we would refuse the credit. 

Incidentally, I also mentioned, before you came back, Congressman 
Widnall, action that we also take against our own staff people, if we 
find they have failed. 

I cited a case in Billings, Mont., where one of our inspectors com- 
pleted an inspection report, a final report, indicating that certain 
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deficiencies had been corrected, which lead to our insurance of the 
loan. Later we found that he did not make the actual inspection, 
but merely drove by and filled out the report, and did not examine 
the property. : 

When that information came to our attention, we discharged the 
inspector and likewise discharged the chief underwriter who was his 
immediate supervisor. 

I wanted to say that, to indicate that we are taking corrective action 
against our own employees where we find they fail, as well as taking 
such action we can against offending builders. 

Mr. Wipnau. That is very good. 

In connection with specifications, under all of these approved loans, 
a certain minimum set of specifications is set up when the building 
commences. 

Now, if there is any alteration of specifications, who has the author- 
ity to approve the change? 

Mr. Ricuarps. The changes must be approved by the mortgagee and 
the FHA, and requested by the mortgagor. All three have to 
approve them and if, as indicated prior to the luncheon recess, if there 
is a change ‘which decreases the cost or value, that is reflected in the 
amount of the mortgage. We amend the amount of the commitment. 

Mr. Wiwnaty. You can have your builder and your mortgagor be 
the same person, in a multiple-family dwelling, can you not ? 

Mr. Rrenarps. That could be, yes: although we require in virtually 
all instances a separate contract between the builder and the mort- 
gagor corporation. 

Now, true, they may be the same individuals, but there has to be 
two entities. 

Mr. Wipnaty. Who within the FHA has the power for approval 
of changes in specifications? You might start out with a certain type 
of heating, for instance. 

Mr. Ricuarps. As the statement reads here, it may start with the 
inspector. As a matter of fact, he recommends the matter to the 
Architectural Section head or Chief Architect, and then it goes on 
up through the routine procedure to the Chief Underwriter and to 
the authorized agent. 

In other words, it is a chain of approval on all change orders. That 
is involved in cases where you have project construction—I mean 
such as a 608 project, or a 207 project. 

Mr. Wipnati. Does that come all the way down to Washington o1 
only as far as your regional office ¢ 

Mr. Rircnarps. To the field office. We speak of those offices not as 
regional, but as State and district offices. They cover a certain 
1 risdiction. The country is divided into five zones, and the zone 


office is in Washineton. 

Shall I proceed ¢ 

Mr. Rats. Yes. 

M Rienarps. Construction complaints cover a multitude of spe 
cific items and in many instances represent a great difference of opin 
ion as between what the builder considers he agreed and is ol ligated 
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extent as to cause any amicable adjustment to be extremely difficult. 

The purchaser may consult an attorney whose opinion as to the ob- 
ligation of the builder will be completely at variance with the opinion 
of the attorney for the builder. Honest disputes arise with respect 
to the responsibility for deficiencies in the work performed by a sub- 
contractor or deficiencies in the performance of certain items of equip- 
ment purchased by the builder relying on representation of perform- 
ance made by a dealer or manufacturer. 

These situations demonstrate the many problems which arise, the 
nature of which makes it extremely difficult for this Administration 
to effect voluntary adjustments as well as to emphasize the limitations 
on the authority of the FHA to determine the rights and obligations 
of the builder and the purchaser. 

However, our experience over the years has indicated that in justi- 
fiable complaint cases the FHA field offices have been able in most 
cases, In practically all cases, to have the differences satisfactorily ad- 
justed on a voluntary basis. 

In view of the interest and comments with reference to the rental 
housing program under section 608 of title VI, I would like to com- 
ment briefly on that legislation. 

Title VI of the National Housing Act was originally enacted in 
1941 to provide a mortgage insurance program for the production of 
defense loasity and later war housing. Title VI was amended and 

reinstituted in May of 1946 and was cited as the “Veterans Emer gency 
Housing Act of 1946.” . The act indicated that its purpose was to “as- 
sist in reliev ing the acute shortage of housing which now exists and to 
increase the supply of housing accommodations available to veterans 
of World War II at prices within their reasonable ability to pay.” 

Section 603 of this title covered mortgage insurance for properties 
of one- to four-family structures. 

Section 608 was mortgage insurance for multifamily rental strue- 
tures. 

One of the greatest needs in the immediate postwar period was to 
provide rental accommodations to returning veterans and their fam- 
ilies who were not in a position to purchase a home. The National 
Housing Act already contained under title IT, section 207, a system 
for the insurance of mortgages on multifamily rental structures. 
However, it was felt that added incentives were needed to attract 
sponsors and builders as well as mortgage lenders to quickly provide 
a large volume of such construction. ‘The statutory provisions of 
section 608 were designed to provide that incentive. 

Where section 207 of title IT, at that time, provided for a maximum 
mortgage of 80 percent of the Commissioner’s estimate of the value 
of the property section 608 provided for a maximum mortgage of 
not more than 90 percent of the Commissioner’s estimate of the neces- 
sary current costs (including the land and such initial service charges 
and such appraisal, inspection, and other fees that the Commissioner 
shall approve). 

However, in no event shall the mortgage exceed the Commissioner’s 
estimate of cost of construction on the site. That is the third item of 
a restrictive nature. 

The immediate postwar years were times of rising costs and material 
shortages. Mortgages based on values derived by regular valuation 
principles and concepts no doubt would have required greater equity 
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investments than sponsors would be willing to undertake under those 
conditions. Legislative history indicates that the intent of the Con- 
gress was that mortgages based on the costs encountered in producing 
he properties were necessary if the purpose of the veterans emergency 
housing program was to be ‘accomplished. 

I think it is essential that your subcommittee understand the diffi- 
culties inherent in an insurance operation which by statute must be 
based upon an estimate of cost. The estimate of cost upon which the 
insurance commitment is granted must be made in advance of con- 
struction. Moreover, the estimates of cost neecssarily must be based 
upon the cost encountered by typical builders. 

Mr. Wipnatu. In most. cases, don’t your builders have their ma- 
terials contracted for at the time they enter into commitments with 
you? 

Mr. Ricuarps. During that period of time, Congressman, when 
there was a shortage of materials, it was very difficult to contract 
for all of the materials prior to commencement of construction, and 
in many instances in order to do that it would require the outright 
purchase of them which was extremely difficult. 

When estimates are based upon costs of typical builders those build- 
ers who are more efficient operate at an advantage while those builders 
who are less efficient operate at a disadvantage. This is clearly dem- 
onstrated by the fact that even when construction work is put out at 
competitive bids, the bids actually received will vary widely. 

Your subcommittee will also recall that it was because of these very 
difficulties which are inherent in insuring on a basis of necessary cur- 
rent costs that we did not look with favor on the original proposal to 
establish the military housing insurance title of the National Housing 
Act on the basis of 95 percent of costs and that legislation was subse- 
quently amended to place it on a 90-percent cost basis. 

And I would like to openly state here that, during the legislative 
hearings, when this matter was discussed, at the time of various 
amendments and extensions to title VI, particularly section 608, we 
emphasized the fact that where you have to estimate the cost, prior 
to commencement of construction, and when the cost varies according 
to different builders in a given city, that you have to operate a typical 
cost. And when you do that, and give a 90-percent insured loan, 
looking primarily to the profit and the overhead, and other fees con- 
stituting the entire equity, that it was possible, in some instances, 
possibly, and I would say in a few instances, relatively speaking, for 
a builder to take actual cash out of the mortgage. We brought that 
to the attention of the committee repeatedly and repeatedly, and at 
the end of section 608, prior to the actual conclusion of the program, 
we did not recommend the extension of that program at the time it 

‘came before the committee—the last two times, as I recall. 

Mr. Rarns. To get down to brass tacks, that was really the bonanza 
for the big builders, that part of it, and that is why we get today 
considerable criticism on the statement that you could take a 5- or 10- 
acre tract of very reasonably priced land, cut it up and build a 608 
project with a guaranteed loan, and fin: lly the builder would wind 
up with more money out of the mortgage than the whole thing cost 
him; isn’t that right ? 

Mr. Ricrarps. That was possible, when the builder could produce: 
at a figure less than what our typical estimated cost was. 
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Mr. Rarns. What you are saying is that the legislation itself pro- 
vided for that kind of a set-up ? 

Mr. Ricnarps. That is correct, and further, when the Wherry 
housing bill was introduced, it was originally introduced in the Sen- 
ate as a 95-percent loan, on the theory ‘that it took that added incen- 
tive to get the builders into the field. Both Mr. Foley and I testified 
very vigorously against that, recommending a maximum under any 
circumstance of 90 percent, and that is the way it was passed. 

Mr. Ratns. That is on the military housing? 

Mr. Ricuarps. That is right. 

Mr. Rarns. Was that statement which you made, which I recog- 
nize as the absolute fact and the truth, does that statement have any- 
thing to do with the causing of the rental for a one-bedroom or effi- 
ciency apartment to run up as high as $80 or $90 a month? 

Mr. Ricuarps. No, sir; we control the rents in all of those units, on 
the basis of not to exc eed 614 percent of the cost of construction. So 
that that rental is a maximum established rental. 

Mr. Rarns. When you are talking about 608, you are also talking 
about the elevator type as well as the garden type of apartments? 

Mr. Ricuarps. That is right. 

Mr. Ratrns. This is a side issue, but I have had a lot of complaints 
about it. Does FHA enter into those insuring agreements with opera- 
tors or builders, knowing that they are going to put signs on those 
buildings that no children can be housed in them ? 

Mr. Ricwarps. The act specifically provides that sponsors shall 
agree, after a certain date—I have forgotten what that was—1948, 
as I recall, that they will not discriminate against families with 
children. 

Mr. Rains. That is what I thought. In other words, if they do 
that, they are in violation of their contract; isn’t that right? 

Mr. Ricwarps. That is right, sir, that would be a violation of the 
charter. 

Mr. Rarns. All right. 

Mr. Ricwarps. We believe, however, that title VI legislation did 
accomplish this purpose both in the increased production of housing 
constructed for sale under section 603 and for rent under section 608. 

Since 1946 under section 603 we have insured 286,394 units and 
under section 608 we have insured 6,523 projects involving 423,442 
dwelling units. Further, when in our opinion it appeared that title VI 
had accomplished its purpose, we did not recommend further exten- 
sion. Section 603 expired on April 1, 1948. However, the Congress 
extended section 608 until March 1, 1950, and provided substantial 
additional insurance authorization. 

Questions have arisen on various occasions with respect to land val- 
uation under section 608, presumably because in many instances it 
involved the purchase and development of raw land. Our approach 
to the valuation of land under section 608 is no different than under 
other sections of the act where new construction is involved. 

In new construction we must arrive at an estimate of the value of the 
land based on all the improvements being provided to meet the require- 
ments of the residential construction when completed. A basis for 
making such a determination is to estimate the available market price 
of sites equivalent to the subject site having characteristics similar to 
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the site being valued in the condition it will be in when off-site im- 
provements have been completed. 

It does not necessarily follow in the development of raw land that 
its value will equal cost of the land plus the cost of off-site improve- 
ments. However, such might be the case. 

Questions have also arisen with respect to speculation in the resale 
of commitments that were issued under section 608. Our policy has 
been against consenting to the substitution of mortgagor, sponsor or 
sponsors when such substitution was purely for speculative purposes. 

The commitments were issued to mortgages in behalf of designated 
corporate sponsors or individual mortgagors. Such individual or 
corporate spon: sorship could not be changed without the consent of the 
mortgagee and the FHA resulting in an amended commitment. Sub- 
stitutions were therefore within the control of the FHA. 

The same processing criteria for determination of eligibility were 
applied to the determination of approval of such substitution as were 
applied in determining eligibility of the original sponsor or mortgagor. 
It must be remembered, however, that sale of stock in a corporation 
could take place without our approval and therefore without our 
geet te se 

Title 1: While I have endeavored to give you a picture of a typical] 
home mortg “ige operation and not go into details on the several other 
insurance plans, I would like to touch briefly on title I. 

Mr. Rains. Before you move into that, could I ask you another 
question about the rentals on 608’s. 

I thought my memory was a little to the contrary of what your 
statement was, and I notice here in the housing hearings, Mr. Foley 
testifying, that he states that even through the country as a whole 
FHA figures for 608 projects covered by insurance commitments 
issued during the first 6 months of 1949 showed that over 55 percent 
of the apartments were to rent for $80 or more. 

Only in the South was there a significant portion of the units which 
were to rent under $60. 

In the New York and Chicago areas, over 60 percent of the units 
were offered for rent in excess of $100 and only 5 percent of the 
units were offered to rent at less than $80. Is that a fact? 

Mr. Ricuarps. Those figures were correct at that time. The point 
I was trying to make in answer to your previous question was that 
the rents were determined on the basis of a return or yield of 614 
percent of cost, so that it was a rent control which prohibited any 
builder from charging an excessive rent, other than that one that 
would net him 614 percent of cost. 

Now, in that, we did figure a 7 percent vacancy ratio, which many 
of them did not have in those days, which would increase the net 
vield. 

Mr. Wipnati. Under those cost allowances, were provisions made 
for architects’ fees, placement of the loan, and items like th: at ¢ 

What percentage was involved in those costs? 

Mr. Ricnarps. On the placements of loans, the rules and regula- 
tions did not allow more than 114 percent of the amount of the 
mortgage. 

On the architects’ fees, they would generally not exceed 5 percent 
fee, and in many instances, much less than that. 
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Mr. Rains. You may proceed, Mr. Richards. 

Mr. Ricnuarps. Section 2 of title 1 of the act authorizes the FHA 
to insure financial institutions against loss on loans made to finance 
alterations, repairs, and improvements to existing structures and the 
building of small new structures for nonresidential use. 

These loans are made by private lending institutions, of which there 
are about 7,000, to borrowers with satisfactory incomes and credit 
records who either own the property, have a lease expiring not less 
than 6 months beyond the maturity of the loan, or are purchasing 
the property on contract. 

An insurance charge has been paid by the lender on each loan made 
since July 1, 1939. 

Property improvement loan insurance under title I was originally 
provided as an emergency measure for the purpose of encouraging 
lending institutions to make nioney available on unsecured loans at 
reasonable charges in order to preserve and improve existing prop- 
erties and to assist in reviving activity in the construction industry, 
which was almost at a standstill when the act was passed in 1934. 

The insurance authorization was limited to loans made in a period 
of 18 months ending December 31, 1935. The expiration date has been 
advanced by successive amendments, and under present legislation, is 
set at June 30, 1955. 

Before closing this statement, I would like to tell you something of 
our personnel policies. We have given to each person working for 
FHA an Employee Handbook. This booklet is also given to each 
new employees as he or she enters on duty. The first page contains 
a message from me in which I say: 

Each of us at the FHA has a part in the vital program of housing. The work 
we do affects the lives of millions of people. We share the responsibility of work- 
ing toward the fulfillment of the national goal of decent housing for all American 
families. I am sure each of you will do your full share and achieve the satisfac- 
tion of worth-while accomplishments. 

I have personally addressed as a group the employees of most of our 
field offices and many of the divisions of the Washington office. I have 
invariably told them that the good reputation is founded on its em 
ployees. Acocrdingly, great care is devoted to the recruitment, selec- 
tion, training, and supervision of personnel. 

With reference to personnel policy, let me again quote from the 
Employees Handbook : 

Conduct.—EKach person will do well to keep in mind the fact that as an employee 
of the United States Government he must render a greater accountability for his 
actions than would be necessary were he in private business. 

Xmployees must conduct themselves at all times in such a manner that embar- 
rassment will never be caused to the Government or to the FHA. This requires 
that, in both official and personal conduct, each employee must strictly adhere to 
a code of ethics which is second to none in its high demands of personal integrity. 

The maintenance of public confidence requires that an employee should not 
recommend the use of any particular or identified corporation, partnership, or 
private individual or group as an intermediary for the purpose of assisting in 
transactions before the FHA. 

Participation in any activities which may involve an improper utilization of 
information gained through governmental employment or the use of official infor- 
mation to advance personal interest cannot be tolerated. 

Outside activities —The FHA policy on outside activities specifically prohibits 
any employee from engaging in any employment or activity including financial 
interests outside his FHA employment without first obtaining the approval of 
the Director of Personnel. 
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Mr. Rats. You mean, of course, that he couldn’t be a shareholder 
or officer in some lending institution that makes applications for insur- 
ance on FHA insurance? 

Mr. Ricwarps. Yes,sir. [Reading: | 


In exceptional cases, the FHA may approve the performance of certain outside 
activities by its employees. However, all employees at the time of their entrance 
on duty are required to execute an affidavit, either stating that they have no 
outside activities, or setting forth any such activities in which they are or intend 
to be engaged, for the approval or disapproval of the Director of Personnel. The 
employee further certifies in the affidavit that he will not engage in any other 
activities without the specific written approval of the Director of Personnel. 

Strict adherence to this established policy is mandatory. In view of this, the 
language of the affidavit was purposely and carefully drawn so as to relieve each 
employee of the responsibility of substituting his judgment with respect to accept- 
able outside activities for that of the Director of Personnel. 

Gratuities—No employee shall accept or agree to accept any favor, gratuitous 
service, gift, loan, or any item of value in any form whatsoever, directly or 
indirectly, from any person or organization which has done, is doing, or proposes 
to do business with this Administration. Situations will undoubtedly arise where 
it may be embarrassing to refuse or to return the gift, but still this is no justifica- 
tion for keeping it. 

Relationship of former employees with FHA.—Former employees of the Fed- 
eral Housing Administration frequently engage in mortgage financing, real estate, 
or some other form of activity which is affiliated with housing and insured mort- 
gage financing. Occasionaly, they also serve as consultants to persons whose work 
is in these fields. 

Former employees, however, despite their acquaintance with members of the 
FHA staffs, are not to enjoy a position of advantage in their dealings with this 
agency, and are not to be accorded any treatment other than that which is given 
to all other individuals in the same line of business. They are not to be given 
any advance information regarding decisions which are to be made, nor may 
they be placed in a position of appearing to have, or actually having, any knowl- 
edge which is not at the same time available to everyone else. They are not to 
have preferential access to any of our offices, nor may they be afforded any 
privileges which are not also at the disposal of other individuals. Furthermore, 
those cases or projects in which other people are the principals are not to be 
discussed with former employees, unless the insuring office is satisfied that the 
latter are the authorized agents for the principals. 

No former employee of the Federal Housing Administration, nor anyone 
knowingly acting on behalf of, or under the direct supervision of, such persons, 
may within a period of 2 years after termination of such employment appear ina 
representative capacity before the Federal Housing Administration unless he 
obtains the prior approval of the Commissioner or a person authorized by the 
Commissioner to grant such approval. 

Mr. Ratwns. It seems to me that there are certain agencies of the 
Government which have a restriction that within a certain number of 
years after a former employee has quit the agency, he cannot engage 
in the practice of law before that agency. Isn’t that correct ? 

Mr. Ricwarps. I think there is a statutory provision with reference 
to certain agencies to that effect. 

Mr. Rarns. It is true that many of the people that you have, who 
work for you, have at previous times been in the building business, or 
else they wouldn’t know the job which they must do in FHA. 

Mr. Rrcuarps. That is correct. 

Mr. Rains. You don’t think it would be fair, and would be an 
injustice to them if you deprived them from engaging in the type 
of business which they have engaged in all their lives? 

Mr. Ricuarps. I think that would not only be unfair, but would be 
unwise. We feel that the benefits of the National Housing Act should 
be made widely available to the people of the country. 
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Mr. Rats. Probably it would be unconstitutional, for the same rea- 
son. 

Mr. Ricwarps. Yes, sir. These restrictions which we have, in my 
opinion, solve the problem to a very large extent. 

Disciplinary actions.—The Federal Housing Administration will take prompt 
disciplinary action against an employee when his conduct or performance is such 
as to bring discredit to the agency, or whenever his performance does not satis- 
factorily meet the standards established for his work. 

And I can assure you, gentleman, that over a long period of years, 
that has been done. 

Each supervisor is held responsible for the prompt reporting of any improper 
conduct or unsatisfactory performance of the employees under his supervision. 
Disciplinary action will be taken only by the proper authority and after deliberate 
and careful consideration of all relevant facts. There are four major types of 
disciplinary actions: 

1. Reprimand. 
2. Suspension. 


» 
) 


3. Demotion. 

4. Separation. 
A review of the operations of FHA will show that when improper con- 
duct of employees has been discovered disciplinary action has been 
taken. 

The Handbook for Employees was written as an expression of faith 
both in the dignity of the individual employees and in the work itself. 
I have every reason to feel confident that our employees as a whole 
are discharging their duties in a very credible manner. 

In conclusion, let me say that the FHA insurance plan has grown in 
the last 1714 years from a bold experiment to an accepted American 
institution. 

I should like to state again, that the Congress, in passing the Na- 
tional Housing Act and in establishing the FHA, intended to: (1) 
encourage improvement in housing conditions; (2) provide an ade- 
quate home financing system to make suitable housing accommoda- 
tions available for American families; and (3) have the insured 
mortgage system exercise a stabilizing influence in the mortgage and 
residential real estate markets. 

Through the years, these objectives have been developed into tan- 
gible accomplishments. Some of the enduring benefits that can be 
accredited to the mortgage insurance system include: making it pos- 
sible for an average American family to have a home of its own sound- 
ly designed, soundly constructed, and soundly financed with a low 
interest, long-term, single mortgage that has regular monthly pay- 
ments to principal, improving housing conditions and standards 
through minimum property requirements, expanding the mortgage 
market through a standardized instrument and uniform processing 
so that mortgage lending operates on a national scale, improving 
community erowth through land planning and market analysis. 

These and many other accomplishments testify to the soundness 
of the original concept of mortgage insurance. 

I have “personally been associated with the FHA since 1934, the 
vear it was established by the Congress. I have seen the FHA system 
in practical operation as a director for the State of Utah. Later, 
I became zone commissioner for the far western States and saw the 
tremendous development of housing under the FHA plan in that 
area during the war years. 
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In 1946, it was my privilege to be appointed Assistant Commissioner 
in charge of all field operations, so that I became acquainted with 
conditions and developments throughout the country. Since 1947, 
I have been Commissioner. 

I personally, and we as the employees of FHA, have great pride 
in its accomplishments. However, we must not underestimate our 
responsibilities in times like these. The lessons of past experience 
must be remembered. The objectives of the National Housing Act 
are as timely today as ever before. I look forward with confidence 
to the fact that the usefulness of the FHA to the people of the country 
and to industry will continue to grow. 

To that end we will strive. 

Thank you, Mr. Chairman. 

Mr. Rarns. Mr. Richards, before there are any other questions, I 
want to say, that is the most complete statement I have ever heard 
given to a congressional committee on the FHA and how it works. 

I compliment you and congratulate you on your fine statement. I 
think the other members will agree with me in that. 

We wanted to know that which you have given us, just exactly how 
it operates, in its minute details, charged as we are, with having to 
look into the operation, in an effort to see what the picture is with 
reference to the program. We appreciate all this information, and it 
is likely, in the weeks to come, as we go out into the field and are 
confronted with these complaints that we will ask you to come back 
to help us correct any of those situations where the complaints are 
justified, and to help us to suggest legislation which will make FHA 
even better than it has been in the past. 

Mr. Ricuarps. I can assure you, Congressman, and chairman that 
we will welcome the opportunity to work in every way with your 
committee. 

Mr. Rartns. Are there any questions? 

Mr. Wiwnae. I have a couple of minor questions. 

In connection with closing fees, is there any stipulated amount set 
by FHA with respect to legal fees, or search fees, as maxima ? 

Mr. Ricwarps. Yes, sir; a maximum fee schedule has been a part 
of the system ever since we started in 1934. Fees for a lending in- 
stitution are a 1 percent maximum on existing construction, and 
up to 2144 percent on new construction, provided that the lender 
makes the construction loan and actually makes inspection during the 
course of construction. 

That is on home mortgage programs. 

On the project mortgage program, the maximum initial service 
charge is 114 percent. In addition to that, in the home mortgage pro- 
gram we permit the lender to charge the borrower recording fees and 
title fees. I think that is all. I can give you that in detail. “However, 
those fees must not be out of line in the area in which the mortgage 
loan is consumated. 

Mr. Wipnati. When you say they must not be out of line, how is 
that controlled? 

Mr. Ricwarps. At the time the mortgage note is submitted for 
closing, the lender sends over, together with the original mortgage 
note, a statement of charges, and they must be enumerated one by 
one. If they exceed what we permit, we refuse to endorse the note 





fc 


mm 


O} 


t 


So 


~~ 


V 


HOUSING CONSTRUCTED UNDER VA AND FHA PROGRAMS BY) 


for insurance until the applicant is reimbursed to the extent that the 
maximum is exceeded. 

Mr. Wipnati. Would that be done even if there were no complaint 
on the part of the borrower ? 

Mr. ieatithe. Yes, sir. 

We would not permit in excess of our maximum permitted charges 
to the borrower, regardless of whether he complained or not. 

Mr. Wipnauu. One other question: If you find you are short of 
help in some particular category, how is it, that operating as an 
agency more or less outside the Government, you can’t use some of 
your surplus funds to help you through the emergency / 

Mr. Ricuarps. The appropriation language and the require- 
ments of the statute under which we operate, provide that we must 
submit to the Budget Bureau, and they, in turn, through the Presi- 
dent, to the Congress, our estimated expenditures for a given fiscal 
year. We must appear before the House and Senate Appropria- 
tions Committees to justify our request, and the budget is approved 
by the Congress just as though we were being appropriated funds. 

Now, as I say, we did get some flexibility, which gave us the right, 
primarily in our field offices, to spend up to 35 percent of our previous 
year’s income, but that was taken away from us again last year. 

In our appearance before the House Independent Offices Appro- 
priations Subcommittee last week, we asked them to withdraw their 
restriction so that the authorization of flexibility as provided by the 
Congress in 1949 would be effective this year. 

Whether they will do so, I don’t know. We are hopeful that they 
will. 

Mr. Wipnatu. One other question: In connection with your mini- 
mum specifications, as they would apply to drainage, for the construc- 
tion of a foundation of a house; are they set up without regard to the 
nature of the soil? 

Is there a minimum for a certain specific zone, or do you take into 
account each particular area in which the development is going to be 
created 7 

Mr. Ricuarps. I might say, before I ask Mr. Mack to answer that 
specifically, that we have minimum property requirements for each 
office of the country, and they are not all the same. They vary accord- 
ing to climatic conditions, soil conditions, and other local conditions, 
but I would like Mr. Mack to specifically speak to that question. 

Mr. Mack. Sir, in view of your reference to this matter this morn- 
ing, even though it was just made in passing, I have had sent up to us 
here copies of the minimum requirements for individual water supply 
and sewage disposal systems, for several areas, that I think you may 
be interested to see. 

Mr. Ratns. File them with the clerk. 

Mr. Mack. We have here, New Jersey, the State of Virginia, the 
District of Columbia, the State of M: wryland, and State of Alabama. 

Mr. Rarns. W red you file those with the clerk, please ? 

Mr. Mack. Yes, si 

[ft you wish your enabled answered directly, these grrr re- 
quirements, it must be remembered, are minima. We have seldom, 
if ever, seen any house constructed, under FHA financing, which did 


not ‘tend at least some of the individual minima. 
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And installations for sewerage and water systems follow that general 
rule, also. They may be minimum in some items, but not with respect 
to all of the minima stipulated. 

Mr. Wiwnatyt. What I have in mind specifically is this: In some 
localities you will find completely different types of terrain. One 
will be a filled in, swamp area, another hard clay, and another high 
ground all the way through, and if you just set up a minimum set of 
specifications for your foundations, for that one locality, exactly alike 
for all three types of terrain, I can see where you would start out with 
trouble immediately, because there are some types of foundations that 
will not take a swampy area. 

Mr. Mack. Those would, of course, be over and beyond the minima, 
and would be a matter of local requirements. You are quite right. 
Construction and design vary widely by local conditions. 

Mr. Winatu. And you go into that before you approve a loan. 

Mr. Mack. Oh, yes, sir. 

For example, in some localities, we will accept foundations 
2 feet below ground, and in some places not less than 314. That is 
due to the frost line. 

Mr. Wrpnatt. Mr. Richards, may I second what Mr. Rains said. 
I think that is one of the finest statements I have heard before a con- 
vressional committee, and I would congratulate you. 

Mr. Ricuarps. Thank you. 

Mr. Rats. I would like to ask Mr. Foley one or two questions on 
a different subject. 

Mr. Foley, we have had legislation here, in times past which I think 
has a bearing on financing for housing, which has had to do with 
research in housing. 

I mentioned it in passing this morning, in that after all, even though 
you may have certain requirements, and that that may constitute a 
house, | have wondered what division of the home housing and finance 
agencies is doing, and just what it can do. 

Mr. Fotry. You are touching upon a subject I think you know is 
« Very important one to me. I strongly urged the enactment of that 
section of the act in 1949, and strongly set forth the benefits of that 
program in our building industry. There is much research in hous- 
ing privately done, but usually, on some product basis. 

We did establish, and the Congress did approve, a research section 
in the Office of the Administrator, with an appropriation of course 
having to be approved annually. 

We got under way in very good shape, we got a lot of specific con- 
tracts agreed upon, and let, largely through other agencies of Govern- 
ment which are equipped to do that kind of work, so that we wouldn’t 
have to set up duplicating laboratories and so on, and through uni- 
versities throughout the country. 

Some very significant projects, some of which take a year to com- 
plete, some of which as much as 2 or 3 years. 

Mr. Rartns. Do you mean to tell me you are carrying out housing 
research at various universities throughout the country ¢ 

Mr. Fotry. By contract. 

Mr. Rarns. Can you tell me offhand where some of those universi- 
ties are located, doing some of the work ? 
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Mr. Fotry. I am sorry, I don’t carry them in my mind. There is 
1 whole list of them. Wisconsin is one, Illinois is one, Purdue is one, 
I think, Indiana, some of the western universities, Pennsylvania. 

Mr. Ratns. That is done by contract with these universities ? 

Mr. Fotry. By contract, and each on a specific phase of research 
dealing with both technical, statistical, and various other types of 
things. 

The discussion you have had here today, particularly on technical 
phases of the operation, such, for instance, as this septic-tank prob- 
lem, that is one on which we have a very significant research project 
going on, I believe, at the U sea of Cincinnati. 

We have some others, for instance, on properties of wood, moisture, 
and all that kind of thing, at the Forest Products Institute. A num- 
ber with the Bureau of Standards. 

The possibilities, in two directions, one of improvement of design 
and durability of housing, and of reduction of cost in housing, I still 
believe, and more and more believe as we proceed, to be very large. 

Currently and for the past few years, because of the necessities of 
the budget situation, the appropriations that we have asked of Con- 
gress for that purpose have been less. Last year, it was quite small. 
This year the request is reduced below what it certainly would be 
except for those conditions. 

Yet, there is a tremendous field for improvement in the very types 
of problems that cause the complaints to come to you. 

Mr. Rarns. That, we are hearing. 

Mr. Fotry. Yes, sir. 

Mr. Rains. This is simply my observation. I served, as you know, 
on the housing committee that went all over the country under Mr. 
Gamble. I was amazed to find that there has not been any progress 
made, for instance, in reducing the expense of plumbing in a house 
since 1890. 

I remember seeing, in the city of New Orleans, a house that had been 
built with a modernized plumbing system—not one where every single 
nut and screw and bolt was a custom-made product—which would cut 
the cost of plumbing in this country by 50 percent. 

Are you studying that phase of it? 

Mr. Fouzy. Yes, sir; you reminded me, Congressman, of a part of 
the report that we made to the Appropriations Committee last week, 
in our justification, which dealt, in passing, and briefly, with a project 
of that very sort and 1 would like to furnish to this committee the 
data on that project. 

There is also, right along with that, this long-debated question of 
the uniform building codes, the 1 variety of codes in the country, and 
the troubles that they cause. We have worked on that, even before the 
passage of the act of 1949, and the rather limited research authority 
that was in the act of 1948, I believe. 

With respect to trying to develop a uniform set of building codes 
throughout the country, it is a highly complicated and difficult project, 
but we believe that a great deal of progress is being made, and we can 
give you a report on that also. 

Mr. Rains. We would appreciate it. 

Mr. Fotry. Before I forget it, if the committee is interested, I would 
like to furnish to you a list and brief synopsis of the many projects 
in research that we have been carrying on. 


ae 









60 HOUSING CONSTRUCTED UNDER VA AND FHA PROGRAMS 


Mr. Rarns. We would like to have it, very much. 

Now, are you getting any assistance from private builders, private 
building organizations in this country? Are they engaging in any 
housing research or are they accepting the status quo. 

Mr. Fotry. I would say that as a byproduct, or perhaps one of the 
direct products of the efforts we have put forth under that title of the 
act of 1949, there is an increasing interest in the building industry in 
doing what you might call over-all research instead of just specific 
research on their own adividet al product, and more and more we are 
gaining support and cooperation from industry in general in that 
program. 

Mr. Rains. Mr. Foley, of course, I know it is a kind of side issue to 
this investigation, yet, it has a very material bearing on what we are 
talking about, namely the financing of housing, and I think that for 
the future, research holds great promise for us in the field of housing 

America. 

We appreciate your appearance before the committee, and I know 
we will have your cooperation when we call on you from time to time. 

Mr. Fotry. We will be glad to cooperate with you at any time here 
or in the field, as you may desire. 

Mr. Rarys. Thank you very much, Mr. Foley. 

Mr. Fotry. And not only on the subjects discussed tod: ay, but any- 
thing in the whole broad program of housing. 

Mr. Rains. Thank you, again. 

Our next witness is Mr. T. B. King, Director, Loan Guaranty Serv- 

e, Veterans’ Administration. 

We are very glad to have you, Mr. King. You may proceed with 
your statement, and if you don’t mind, we will interrupt you as we 
did Mr. Richards, if questions occur to us as we go along. 


STATEMENT OF T. B. KING, DIRECTOR, LOAN GUARANTY SERVICE, 
VETERANS’ ADMINISTRATION 


Mr. Krna. I will be very glad if you do, Mr. Chairman. 

My name is T. B. King, and I am Director of the Loan Guaranty 
Service of the Veterans’ Administration. 

I have a short statement here, which I believe is restricted to those 
features or factors of our program which I understand are of primary 
concern to the members of this subcommittee at this time. 

If you will permit, Mr. Chairman, I will read from it. 

Mr. Rats. Go right ah ead. 

Mr. King. The Veterans’ Administration weleomes and appreciates 
this opport unity to be of some assistance to you and the members of 
your committee in your inquiry into the practices and procedures fol- 
lowed by the agencies of the Government in the guar: anty or insurance 
of hous ing loans. We pledge our full cooperation in your endeavor to 

certain the extent to which those he ictices or procedures may have 


made possible the c« msteaction and sale of defective housing, and to 
our purpose of as 1g What may neage Feed to reduce or eliminate the 
1] dence of such efective construction. 
The Loa Guawants Service of the Veterans’ Administration is 
charged with the administration of title IIT of the Servicemen’s Re- 
adjustment Act. That legislation was originally enacted in June 1944 


to assist the readjustment in civilian life of returning World War II 
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veterans by facilitating their ability to acquire a home of their own in 
the community to which they returned or in which they settled upon 
their discharge from their military duties. That legislation, made 
ractically effective by amendments made operationally effective 
March 1, 1946, expires on July 25,1957. Incident to its enactment the 
Congress foresaw the necessity of prescribing a number of safeguards 
against the misuse of its liberal provisions. 

“Chief of these was the requirement that the purchase price or cost 
of any property purchased or constructed with the proceeds of a guar- 
antee loan should not be in excess of reasonable value as determined 
by proper apraisal made by an appraiser designated by the Veterans’ 
Administration, 

Mr. Rains. As I recall it “reasonable value” might be more than a 
replacement value, but as I recall it, the appraisers which you desig- 
nated were selected from a panel of approved appraisers in a locality. 

Am I correct in that? 

Mr. Kine. Yes, sir, in another paragraph or two I go into that speci- 
fically, Mr. Chairman. 

Mr. Rains. All right, you may proceed. 

Mr. King. Subject to that cardinal safeguarding factor, the Con- 
gress contemplated the veteran should be accorded full freedom of 
choice in the kind of home he might choose to buy or build. 

It is contemplated that the veterans’ income might be the dictator 
of that choice and that leeway should be afforded for him to buy or 
build at the fork of the road or on the side of the mountain as well 
as in the selectively restricted urban area 

Not until the enactment of the Housing Act of 1950 did the Congress 
expressly authorize the Veterans’ Administration to prescribe mini- 
mum construction requirements. 

In the 7-year interval since the original passage of the law the Vet- 

erans’ Administration has guaranteed or insured some 234 million 
home loans amounting to over $1614 billion. 

This unprecedented rate of volume accumulated rapidly during the 
vexing period of postwar shortages of materials and manpower to the 
accompaniment of ever-increasing upward pressure on prices and 
through accelerated volume of new residential construction that out- 
stripped the available supply of technical competence and know-how 
of either the builder or the workman. 

Originally, the GI guaranty was little used as a source of construc- 
tion financing, as it is not available until after the house is completed 
and purchased by an eligible veteran. But back in 1947 the Veterans’ 
Administration saw the possibility of encouraging more widespread 
observance of improved standards and methods of construction by 
inaugurating a procedure whereby it would determine reasonable 
value in advance of construction for a builder who would submit plans 
and specifications and land-planning data before starting to build. 

This gave the Veterans’ Administration a practical, although in- 
direct, element of contro] over the quality of building, for if the } plans 
and specifications thus submitted revealed details that were improper 
or imadequate the Veterans’ Administration appraisal committee 
would recommend corrections before proceeding. 

In all cases it was made apparent to the builder that the finding of 
reasonable value, determining as it did the top price at which the unit 
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when completed could be sold to a veteran, would be down graded to 
the degree that his plans and specifications refiected poor quality. 

This method of control was formalized in the following year, 1948, 
by the formal adoption of minimum construction requirements. 

For that purpose, the Veterans’ Administration adopted and 
adapted the minimum construction requirements in use by FHA in 
each area. Following the obtainment of express statutory authority 
under the Housing Act of 1950, Veterans’ Administration made the 
observance of such standards mandatory for new construction. 

At the outset of the loan-guaranty program, the Veterans’ Admin- 
istration designated local real-estate appraisers to appraise each unit. 
To expedite the processing of cases—and here I come to the point 
which you apparently had i in ied: Mr. Chairman—lenders were per- 
mitted to select an appraiser from lists of approved appraisers fur- 
nished to them by the local Veterans’ Administration office for that 
purpose. 

Mr. Ratns. How long was that in effect ? 

Mr. Kine. That practice was abolished by directive issued Decem- 
ber 1946, effective, I believe, January 1, 1947. 

Mr. Rarns. In other words, any trouble that we have or are having 
now with new construction could not be attributable then to that in- 
spection procedure, could it ? 

Mr. Kine. To that appraisal procedure, Mr. Chairman ? 

Mr. Rarns. I mean that appraisal procedure. 

Mr. Kine. No, sir, it could not, except that I understand that we 
still do get a variety of complaints, even after 4 vears, to the effect that 
certain housing, mostly housing which was appraised as existing 
housing—whether it was new or net—is beagpseck'y 

Mr. Rarns. Well now, you would say, would you not, that the 
change-over from that type of appraisal Fh the system you now use on 
construction, was made for a great improvement in your appraisal 
procedure ? 

Mr. Krxe. It was a badly needed step, Mr. Chairman, and we were 
glad that we were able to take it. 

Mr. Ratns. How did you take that step? Did the law provide for 
you to do it, or did you do it by administrative determination? 

Mr. Kino. We did it by administrative fiat, Mr. Chairman. 

Mr. Rarys. I think you did a good deed when you did it. You may 
proceed, Mr. King. 

Mr. Kine. This practice was found productive of abuse, so that 
these lists were withdrawn at the end of 1946, shortly after Veterans’ 
Administration established its own salaried appraisal staffs. 

I might say here that the basic reason why we did put those lists out 
initially, although I wasn’t gers responsible for it, was that 
the Congress was persuaded that the Veterans’ Administration was 
overinclined to tie up this loan processing by red tape, and were rather 
-trong in their insistence that we not impose any impediments to 
rapid processing, which would achieve shelter for the mass of veterans 
then getting out of service. 

Mr. Corr. Well, certainly there is a considerable difference of at- 
titude today than there was immediately following or at the end of 
World War IT, in connection with housing. 

Mr. Kine. Yes, sir, Mr. Congressman. 
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Mr. Cote. We are now able to look at it with a little more calm ap- 
praisal than we were then, all of us, Congress, the veterans, the VA, or 
anybody else. 

Mr. Kine. Yes, sir. Even then, that attitude was prevalent in the 
Congress, Congressman Cole, for we did not get a single objection from 
the Congress to the step we took at the end of 1946. 

Mr. Corr. I don’t doubt it. 

Mr, Ratns. Not for justification of Congress, but I will say this, 
for our memories are short: at the time that was done, I won’t say 
that it wasn’t necessary to do it, but I will say that the people de- 
manded it, and we had to get houses for veterans and we couldn’t have 
them tied up by any kind of procedure. It is easy to look back now 
and say we should have done it by some other way. 

Likewise, we would have been better off if we hadn’t withdrawn our 
armies as fast as we did, but I recall how we all wanted them to come 
home ina hurry. If we all had to do it over, we might do it differ- 
ently, don’t you think, Mr. King, under the same circumstances? 

Mr. Kine. Mr. Chairman, I didn’t intend to imply under any cir- 
cumstances whatsoever that the Congress had made a mistake. 

Mr. Rarns. All right. You may proceed. 

Mr. Kina. Thereafter, the local VA office designated the appraiser 
in each case. Appraisal procedure was still further tightened in May 
1948 when the Veterans’ Administration required that each fee ap- 
praiser submit his report to the local VA office for review and possible 
adjustment. The Veterans’ Administration approved valuation was 
supplied to the lender or builder from the VA office. 

Prior to that time, the appraiser forwarded his report on our form 
1803 directly to the lender. At the same time, he sent a copy to the 
local VA office. 

But it was quite possible that it could be acted on, or at least the fact 
that it became known was embarrasing and impeded the action of the 
Veterans’ Administration oflice in lowering that appraisal. 

Therefore, we required that the fee appraiser submit his form 1803, 
his detailed report of his examination of the property, to the VA office, 
and the VA office looked that over, reviewed it, spot-checked it, and 
issued, in lieu, a new form called form 1843, which contained the final 
determination of the Veterans’ Administration as to valuation. 

That completed the basic evolution of Veterans’ Administration 
appraisal procedure. It has been designed to obtain the advantage 
of the informed knowledge and competence of qualified local practi- 
tioners working on a fee basis, their fee being paid in each case by the 
veteran-applicant. Their findings are subjected to review and spot- 
checking by a small group of salaried technicians in the local Veterans’ 
Administration office, both as a safeguard against abuse and to assure 
coordinated observance of prescribed appraisal practices and policies. 
This system is designed as well to supply flexibility that will admit of 
orderly transition between periods of high and low volume. 

When the system of preconstruction appraisals which I have pre- 
viously described was put into operation in November 1947 it was 
apparent that adherence to the plans and specifications upon which the 
preconstruction appraisal was based would have to be assured through 
periodie inspection as construction progressed. 
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Following the same pattern that was put into effect for its appraisal 
operations, the Veterans’ Administration arranged to have these in- 
spections made by local people on a fee basis who were familiar with 
construction details and methods. At the same time, lenders were re- 
lieved of the responsibility of supervising new construction that had 
theretofore been placed upon them. 

It was found they simply did not have the staffing to do the job. 

Mr. Rarys. That was about what year? About 1947? ; 

Mr. Kine. Yes, sir; November 1947. 

These fee inspectors are required to visually inspect materials and 
structural details at prescribed stages as building progresses. They 
are required to make a report coincident with each visit to the local 
Veterans’ Administration office, and to reject or require the correction 
of each detail of noncompliance that * observe, whether it be 
failure to comply with the plans and specifications upon which Vet- . 
erans’ Administration based its appraisal of the particular unit, or a 
failure to comply with the applicable minimum construction require- | 
ents. These fee inspectors are, in turn, subjected to the supervision of — | 
construction analysts employed by the local VA office on a salaried i | 
basis. 

Where the Veterans’ Administration issues a certificate of reasonable 
value in advance of construction, it is made expressly conditional upon 
compliance with plans and specifications and the prescribed minimum | 
construction requirements. 

As evidence of such compliance, the Veterans’ Administration agrees 
to take either the reports of its own fee inspectors or alternatively the 
final compliance report of the FHA compliance inspector if the latter 
agency is inspecting the job. We accept the FHA report in order to 
avoid the duplication of the inspection function by two Government i 
agencies. But in some cases where there is material deviation between 
the details with which FHA is concerned and those upon which the 
Veterans’ Administration has based its action we require a final VA 
inspection as well. Where we are advised that any veterans have 
bought units prior to completion we will permit no deviations that do 
not have the written consent of the veteran. 

We thus believe we have conceived and put into operation a system 
of checks and balances, of supervision and review, that is well cut 
and tailored to suit the purposes and needs of the law we are engaged 
in administering. But between the making of the garment and its 
wearing we have seen the garment sag at the elbows and knees. Many 
veterans have bought homes that despite our efforts have turned out 
to have serious deficiencies. We believe that relative to volume those 
cases are few in number in which serious deficiencies are uncovered. 

But we can hardly feel complacent or feel that we are without blame 
when we have these cases brouglit to our attention. But in that case, 
in Which our efforts fail to obtain correction the veteran must be left 
to such remedy as may be obtainable through the enforcement of his 
contractual rights by civil action against the builder. 

Mr. Rats. I realize that you are making a very frank statement 
here, and I know that where a third party is involved, your contractual 
relationship can’t extend beyond that legally, but doesn’t it seem to you, 
that unless you have a complete and adequate final inspection, the vet- 
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mean by that is this: If you are satisfied with your final inspection, 
and that you have a suflicient force, competent to make that final in- 
speetion, he would be cared for, but I get the feeling, from listening to 
vour statement, that you possibly don’t have the inspection and ap- 
praisal force you ought to have, and it has been up to 1947, certainly, a 
kind of haphazard job at the local level. 

Do you feel that in every instance the veteran is having his rights 
protected by the final inspection that you are giving to these loans 
before you grant insurance ¢ 

Mr. Kine. I have to agree that when a veteran is seriously short- 
changed, there is little that can be said, but I am convinced that, as a 
result of our efforts, pre-deficiency efforts, that a great deal of health 
is being injected into the great bulk of this new construction that falls 
under VA inspection procedures. 

Mr. Rats. I think we all agree with that, and are aware of it. 
But when I see the vast number of loans which you have processed, I 
sometimes wonder, since you don’t have anything comparable to the 
FHA organization in the inspection field, and in the appraisal field, 
and in the land valuation field, just how you do as good a job as you 
have been doing. 

Mr. Kine. Mr. Chairman, we think, without any intention of re- 
Hecting upon the very well-known and very capable activities of the 
Federal Housing Administration, that our system is a better system, 
to take care of the problem of volume construction with which we 
are faced. 

Mr. Rarns. Don’t you have difficulty with this pre-estimate propo- 
sition, which forms the basis for your imsurance on a preconstruction 
basis, where you estimate beforehand? Don’t you make the loan, or 
set up how much the insurance will be, before the construction is com- 
pleted ¢ 

Mr. Kina. Yes, sir; we will appraise either upon completion, in- 
itially, and appraise the unit as existing construction, or we will 
appraise from blue prints, and site inspection, before a stick is laid 
down on the job. 

Where we do the latter, we issue a certificate of reasonable value, and 
that is conditioned on satisfactory compliance, both with the plans 
and specifications upon which the Veterans’ Administration action 
has been based, and upon the book of minimum construction standards. 

Where we find, prior to issuance of the guaranty certificate on the 
unit-—and after issuance we are estopped in the absence of fraud on 
the part of the individual to whom we issue the certificate—where 
we find, prior to the issuance of that certificate, that there is any evi- 
dence, any deficiency, we won't issue the certificate. It is quite an 
effective weapon, which has been used with very good results. 

Mr. Rains. When can you find any deficiency that does exist? Do 
you make a final inspection just before turning the home over to the 
owner ¢ 

Mr. Kine. Yes, sir. Either we make a final inspection or, in some 
25 to 55 percent of our cases, varying from locality to locality we take 
the FHA form 2051, which is the equivalent final inspection report 
of its inspector. Even though that inspection report, either ours 
or FHA’s, is in and accepted, if we find a report of deficiencies, prior 
to issuance of that guaranty, we will call off our commitment. 
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We are only embarrassed where the discovery is made after the is- 
suance of the guaranty certificate. 

Mr. Rarns. That is where our trouble is. 

Why should there be any discovering ofa deficiency after the final 
inspection is made? 

Mr. Kine. In a perfect operation, Mr. Chairman, all of these things 
would be discovered, in full detail, prior to the issuance of the guar- 
anty certificate. 

In point of fact, in some percentage—which I take particular pains 
to point out is relatively a minor number of cases—the discovery 
is made afterwards, due to human error on the part of the VA salaried 
staff, to human error, or negligence, carelessness, or even lack of 
integrity, on the part of the fee inspector, or to the fact that the cause 
of the deficiency was beyond the immediate realm of knowledge ef all 
concerned. 

Mr. Rarns. At that time. 

Mr. Kine. Yes, sir. A lot has been learned by everybody engaging 
in this construction field. 

We have instances where a new material is advanced by a manu- 
facturer. It is an excellent material, intrinsically, in and of itself. 
As I point out somewhere here, it comes to the job with everybody 
willing to approve it, but when it goes into the job, we have something 
else—through ignorance, or for some other reason, it is misapplied, 
and you have a botched up job. 

There has been a considerable incidence of that, in the use of all 
these new materials. 

I remember, and I am sure you gentlemen will remember even 
better, that at the outset of our defense program, in 1940 and 1941, 
the promised volume of airplane production didn’t materialize for 
years. We were told—correctly, I believe—that the thing that held 
that up, the bottleneck, and that which held many related lines of 
defense work up—was a scarcity of tool and die makers. And gentle- 
men, | had never heard of a tool and die maker before that time. 

But 1 know about them since. And I know that when the building 
industry went into this tremendous scale of new building, they didn’t 
have enough tool and die makers. 

The volume of production exceeded available know-how. 

Mr. Rarns, One other question. Of course, what you say is true, 
all of these failures are attributable to the human element. But when 
i look at a picture of a house on Long Island, showing a geyser shoot- 
ing up through the floor of one of these VA houses, what strikes me is 
low people can inspect the basement of that house and approve it when 
a few months later it turns out to be a succession of wells and cesspools 
under it. I suppose that would be due to a lack of inspection, would 
it not! 

Mr. Krne. Did the VA undertake to inspect in that particular case ? 

Mr. Rarns. That is right. It is on Long Island, known as the 
Babylon Apartments. Babylon Shores development. 

Mr. Kine. I am sorry, Mr. Chairman, but I am not -familiar with 
the facts of that case. 

However, I will look into it. 

Mr. Rains. We will get to the facts a little later on. The point I 
was trying to get at is this. I was under the impression that a lot 
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of this trouble, which we are receiving complaints about, had been 
caused because of the failure of the final inspector. 

Mr. Kine. Mr. Chairman, that particular case would not have been 
due in any respect to the final inspection. Having in mind that I 
don’t know the precise cause, it is more likely that it occurred because 
of some failure in planning that was far prior to any action on the part 
of the inspector. 

I will be glad to make you a full report on that. 

Mr. Rains. You may go ahead with your statement. 

Mr. Kina. As we pursue these functions and endeavor to cope with 
these problems, we are required to compete for qualified staffing with 
un indent that can afford to pay well for any available technical 
know-how. Budget and classification problems are not the least of 
our difficulties. Yet, we find that one of the fundamental factors 
underlying faulty construction, apart from carelessness or human 
error on the part of both fee and salaried personnel, is the lack of 
skill on the part of both the builder and his workmen. In the field of 
residential construction we have an ample of mass production that is 
primarily fashioned by hands rather than by machines. 

Although we find often enough that the cause of complaint is trace- 
able to deliberate short cutting, we find more often that it is due 
to lack of know-how in planning or installation. A special incidence 
of defects is traceable to the use of new and unfamiliar products, which 
intrinsically betoken quality construction as they come onto the job, 
but something else when they go into the job. More and more we have 
found it risks ruin if we rely on the approval or certification of local 
public officials for elements that entail a high order of engineering 
competence, such as approval of drainage or sanitation factors. More 
and more we require builders to submit in advance private surveys of 
qualified engineers for such factors where we know or anticipate that 
marginal features or special soil or topographical factors are involved. 

We think that the improvement has been considerable over the last 
year or two. But we do not think for one moment that progress af- 
fords an excuse to rest on our oars. And just as we have welcomed 
this opportunity to assist at this hearing, we will welcome any criti 
cism or recommendations which this subeommittee upon the conclu 
sion of its study, may see fit to issue that may be beneficial to those 
veterans who have yet to avail themselves of their home loan guar- 
anty entitlement. 

Mr. Rais. I think that is a very frank and good statement, Mr. 
King. 

I agree with you on one thing, though: I hope you will regard this 
committee as having it in mind, that is what we want to do if we can 
is to help you make it a better program. 

I know it has improved since the beginning. I know that vou op- 
erated under a very loose and liberal law, and we would appreciate 
your recommendations to this committee as we go alone, looking 
toward the day when it may become necessary for amendments and 
directions giving you the opportunity to further tighten up on some 
of these instances which you relate. 

We are going out into the field because we have had many com 
plaints, and in justice, | must say that more of the complaints have 
been about housing insurance under VA. Some of that may date 
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back to prior to the change in inspection procedures which you have 
had. We have written letters to many of the Members of the Con- 
gress, and they have given us many complaints. 

Tomorrow, I understand, Mr. Lyle, Congressman from Corpus 
Christi, is going to testify, and I understand he is very concerned 
about some housing down there, which was insured under a VA pro- 
gram. 

We hear complaints about VA housing in Miami, and various other 
places. The thing we would like to do would be to find out what is 
wrong with inspection and appraisal, if anything, so that we could 
help you do what you want to do, namely, achieve a better house at a 
reasonable cost for the veteran. 

These gentlemen, I am sure, have some questions for you, but from 
time to time, as we get these various complaints, and as we hear these 
stories across the country, we are going to relate them to you and ask 
you for your suggestion as to how to correct those situations, and we 
in turn will be inclined to give vou our recommendations as to some 
of the things that we find that we think ought to be done to further— 
I will not say tighten it up, but at least, provide some insurance 
against the recurrence of some of the housing that some veterans have 
gotten in some places. 

Do you have any questions, Mr. Cole? 

Mr. Core. I have no questions. 

Mr. King. Mr. Chairman, we are warmly sympathetic with the 
purposes of this subcommittee and will do everything in our power to 
help you in your task. 

Mr. Rains. Thank you very much. 

Mr. Widnall. 

Mr. Wipnauti. Mr. King, in connection with your appraisal pro- 
cedures, and inspection procedures, how is your organization staffed 4 
Are the men civil-service emplovees, or are t hey hired for specific jobs ¢ 

Mr. King. All employees of the Veterans’ Administration, Con- 
gressman Widnall, are civil-service employees, but the unit of work 
at the site of existing or new construction is done under our system 
by a fee appraiser or fee inspector, who is a local artisan or profes- 
sional man, not under the salaried employ of the Government. 

Mr. Wipnaut. What basis is used for the selection of an appraiser ? 
What must his qualifications be? 

Mr. Krna. I haven’t read those qualifications in some 4 or 5 years, 
Mr. Congressman, but basically, they require aflidavits attesting to 
the fact that he has had at least 5 years of experience in appraisal 
lines, in the community or area in which he is proposing to accept 
designation by the Veterans’ Administration. 

Mr. Wipnati. Who pays his fee? 

Mr. King. In practically all instances, with minor administrative 
exceptions, the veteran-applicant pays the fee of the appraiser. 

Mr. Wipnauu. Is that a set fee, or does it vary according to the type 
of dwelling? 

Mr. Kine. Where an appraiser is engaged to appraise a single unii, 
his fee is measured by a local bittersweet standard, which doesn’t vary 
by type of dwelling. For example, he will get $15 or $17 or $20, de- 
pendent upon whatever factor has been set by the local office as being 
commensurate with prevailing local standards for equivalent services. 
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Mr. Wiwnatu. Well, is the appraiser the key man in the entire pic- 
ture,as to whether or not a loan shall be granted ¢ 

Mr. King. No, sir; the appraiser is merely a technician, hired to 
look and report. He has no authority or power other than to report 
to VA, prescribed data on a prescribed form. The VA office takes 
that in hand, and analyzes it, and comes out with its finding. 

Now, where a project is involved—and our regulations specify five 
or more units—instead of designating this individual, we designate 
a group of appraisers, depending upon factors involved in the par- 
ticular request for the appotntment of an appr aiser. 

We would designate three to six appraisers, depending upon those 
factors. They are required to go over the blueprints, the plans and 
specifications, the site, and report back to VA their findlivans. 

Those men are required to be paid by the builder. They get any 
where from five to seven dollars per unit, depending upon such factors 
us variations in style, area, and so forth. 

When, as, and if any of those units are sold to veterans, they get 
their regular fee for appraising the unit upon completion. We make 
that finding, that initial finding, based upon review by the local VA 
office, on the finding of the appraisal committee, good for a period 
of about 8 months, allowing 2 months to get under way, and about 6 
months for completion. 

If a house is not sold to a veteran within that period—built, com 
pleted, and sold to a veteran, within that period—then the appraisal] 
finding may be changed, depending upon whether or not it is found 
on review that the same valuation factor should obtain for a further 
extended period. 

Mr. Wipnaty. Well, in starting out on a development—I have in 
mind one that I will speak about at length in a few minutes—if a 
man comes into the VA and wants to secure a VA-guaranteed loan 
to cover his whole project, what is your procedure within the office, 
as to inspection of the site, as to approval of the plot plans‘ How far 
do you go in going into that entire matter, as compared with the 
organization set up by the FHA ¢ 

Mr. Kine. I have with me Mr. W. R. Mason, Jr., who is chief of 
the valuation and construction section of the loan guaranty service. 
I am going to ask him to take a chair beside me and correct me if I 
make an error. 

When the builder makes this request of VA—and we will pick 
a project of a hundred units, in order that we may have something 
concrete before us—he is required to submit a number of details, 
which includes his proposed development of the site, detailed plans 
and specifications—which includes his architectural drawings and a 
list of his materials, and so forth—he is required to buttress that by 
reports of local officials as to any drainage, sanitation or sewage factors 
which may be involved, and sundry other details, to give us a com- 
plete submission. 

That is gone over initially, by the construction analyist in the VA 
office, and if provisionally it is found to be in proper shape for more 
extended consideration, this panel appraisal committee is appointed, 
and all this data are handed over to that committee. 

That committee goes over it in great detail. They discuss any 
elements that require correction with the builder, If they don’t find 
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structural factors adequate, if they don’t find any feature proper or 
adequate, they are empowered to get those things changed, by negoti- 
ation with the builder. 

If the builder will not change any material factor, then the com- 
mittee is instructed to cease to act. But in common practice, the 
builder will change. The committee refers that data back to the 
VA, with its report of corrections, and with its recommendation as 
to the valuation that will be or should be allowed by VA upon the 
completion of the units. 

The VA appraisal section reviews those factors, reviews that recom- 
mendation, and sends out advice to the builder as to what valuation 
we will allow—namely, what he can sell those houses for to the 
veterans on completion. 

The valuation, on our Form 19438, being made expressly conditional 
upon evidence of satisfactory completion in full compliance, as I out- 
lined to you gentlemen a few moments ago. Our Form 1843 specifies 
that expressly, stating, alternatively, that we will require either the 
progressive VA inspections or the FHA final completion certificate 
Form 2051. 

Mr. WipnaLu. How does a builder then get a change in the amount 
of valuation, so that he may start a development and half way through 
change his price? 

Mr. Kine. In order to obtain a change in price, the builder must 
come into VA, to the VA office, and obtain that change in price upon 
proving sufficient cause to our salaried staff. 

All VA offices are expressly under orders not to change that price 
where a veteran has already contracted. 

Mr. Rais. Can that determination be made in the regional or local 
office or must it be finally O. K.’d here in Washington ? 

Mr. Kine. All of our processing is completely decentralized, Mr. 
Chairman, except for some special types of activity which are not 
on the main line. For example, cooperative housing, housing involv- 
ing more than a given number of units, or in which there are peculiar 
arrangements as to holding title, and so forth. Other than that, all 
processing is done by the local office. Also, on paraplegic cases, we 
require review by the central office. A legitimate cause for increasing 
a finding would be changes by the builder in his specifications that 
we find to involve a higher cost factor which justifies a higher valua- 
tion factor. 

Another reason which would justify an increase would be his 
ability to prove a substantial increase in local cost factors which we 
believe it correct to reflect in an increased valuation factor. 

Mr. Wipnatu. That approval is made by your regional office ? 

Mr. Kina. Yes, sir; in every case. 

We find a considerable amount of the time of our regional offices 
taken up by making those adjustments in cases where veterans, buying 
from the model house on Sunday afternoon, or from the blueprints, 
want something a little different done. They want a different type 
of flooring, they want a different type of refrigerator, or they want 
a different type of washing machine. 

In those instances, our office is required to adjust that valuation 
to suit the whim of the veteran’s wife, so to speak. 

Mr. Wipnaty. A great many complaints that I have received have 
reduced themselves to this: A contract is made for a house, say, at 
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$10,000, with certain specifications, and the house gets about half 
way through and the builder says, “Everything is costing me more. 
You are going to have to pay about a thousand dollars more for this 
or you can have your money back.” 

They don’t go through with it because, of course, they would have 
to pay search fees and legal fees out of it. Some people feel that 
they have been squeezed by VA’s telling them that they should take 
their money back, or else that they should enter into a new contract 
which would cost more, or insist upon performance of the original 
contract. Then the builder in closing wants additional amounts, 
stating a plot, because it has an eastern view or something like 
that, has two or three hundred dollars more added on to it. 

There are a lot of tricks of the trade, as I understand it. But a 
great many complaints that I have received have been cases where if 
they didn’t agree to an increase in price, they would go out week after 
week and find nothing done on that house. It would just be lying 
there. Meanwhile they would have made arrangements to leave the 
house they were in, or to leave an apartment they were in, and would 
be completely squeezed for occupancy somewhere and finally be forced 
to take the house at an increased price. 

Now, to what extent does the VA try to protect the veteran purchaser 
where he has got a contract for a purchase at a specific price ¢ 

Mr. Kina. The extent to which we can protect the veteran purchaser 
there is in refusing to assent to an increase in reasonable value in the 
face of a firm contract Beld by a veteran. 

However, we do nof undertake to prescribe, for the veteran, the 
form of his contract. In point of fact, we do not see the contract en- 
tered into by the veteran, nor is the Veterans’ Administration office 
contacted, commonly, until after the contract has been drawn. 

Various Members of Congress have given consideration to tighten- 
ing up that phase of this operation. But they have hesitated to do 
so in the face of the realization that, if the Government undertakes to 
prescribe a contract, it will have to be a pretty tight contract. 

So that the better builder, having the better product, will avoid the 
veteran, who is tainted with having that very good contract in hand. 
Certainly the first people to object to that would be veterans, as we 
have found by experience. They would be the first to tell you that, 
despite that—and I have had a very intelligent friend of mine, here in 
this locality, tell me this within the last 6 months—despite that in- 
crease, he has still got a house that was better than most other houses 
by $1,500. Whether he was right or wrong, I don’t know. I didn’t see 
the house. But they are sold to the effect that it is to their advantage 
to take this contract, whether it is a good one or bad one. 

If we see one of those contracts, we won’t have anything to do with 
it unless it is a firm contract. However, we don’t have a firm rule 
concerning the form of the veteran’s contract, for the reasons I have 
given you. 

Mr. Wipnatt. In a lot of the contracts that I have had with in- 
dividual veterans or veteran groups, I have found that a great deal 
of the difficulty has arisen in the plot location. Homes have been built 
in areas that have been very substandard for years, and that the nor- 
mal builder wouldn’t even touch. 

Coming back to my original question, I have in mind right now a 
development in which there are about 165 complaints with respect to 
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cellars. IT was born and raised near the locality. It was a swamp area. 
It was completely substandard. The area was filled, and a sewer was 
put in. 

As I understand it, the original number of catch basins that were 
designated were not included. Some were eliminated in the final 
work. The work on the ditch that was to sluice off some of the water 
was changed, and as a result, when the buildings have been completed, 
every single veteran there has a headache. And it is going to be a 
very expensive job for the contractor to correct. 

Now you have got to satisfy people all the way through, and it 
seems to me the original failure was in the approval of the plot site, 
which was completely substandard. 

I would like to know whose responsibility it was, whether there was 
a failure in connection with inspection, whether it was a municipal 
failure, ora VA failure, a builder’s failure or Board of Health failure. 

I think we should define more accurately the areas of responsibili- 
ties In connection with those things, but I can’t see how the VA, in 
this particular case, could have approved the plot, if they had taken 
percolation tests, or if they had sent out any kind of an inspection 
that meant real, honest survey of the ground. 

Don’t you do that yourself or do you accept something that is 
furnished you? 

Mr. Kine. Congressman Widnall, I have described, a few moments 
ago, the data which we require the builder or developer to submit 
tous. We ask for engineering reports, or public sanitation or drain- 
age officials’ reports with that data. To the #tent that they are in- 
complete, the appraisal committee, which is designated to review the 
project, must supply those things. 

The site inspection of the project area is made by the appraisal 
committee. Mr. Mason points out here a rule on that, which I would 
like him to read. 

Mr. Mason. This is in connection with our minimum requirements 
for individual water supply and sewage disposal systems, which we 
adapted from FHA. It isthe same publication that Mr. Mack showed 
to you earlier. We adopted that in December of 1948. 

The statement that pertains to this particular case, as an admoni- 
tion as to the suitability of the site: 

A statement from the State department of health or health authority having 
jurisdiction, giving an opinion on the suitability of the site for the proposed 
individual installation, is required. 

Now, unfortunately, we have found, through bitter experience, that 
that is not always enough. I have myself talked to health officers who 
very frankly admitted that they were not able to pay people in their 
employ enough money to insure the type of inspection that would be 
necessary to preclude the difficulties that we get into in this sort of 
thing. 

Mr. Wipnatyi. Do you state, then, that in New Jersey, in the ap- 
proval of any VA development sites, that there is a statement from 
the State board of health obtained in each case? 

Mr. Mason. Onlv just recently. In the case of New Jersey, it has 
only been within the last year, to my knowledge, that we have been 
able to get anything from the State board of health in the State 
of New Jersey. That is not true in all States, and a good many of 
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them have a good inspection service. But the loan guaranty officer 
from our Newark office told us the other day that it had only been 
within the last few months that he was able to get, pricr determina- 
tions on projects consisting of less than a hundred units. 

Mr. Kine. I asked Mr. Mason, Congressman, what he took instead 
in the lack of this exhibit. Mr. Mason states he took the report of 
the municipal engineer. 

Mr. Mason. That is correct. Now I mentioned having talked to 
health officers myself. 

Mr. Wipnatt. May I ask at that point, is any consideration given 
to the fact as to whether or not the developer employs the same 
engineer as the municipal engineer for his own engineer ¢ 

Mr. Mason. Yes. As a matter of fact, we favor having an inde- 
pendent opinion, and I said a moment ago that we had learned by 
bitter experience that these local sanitation officials didn’t always 
give you the best advice, so it is now our policy to get independent 
engineering opinion on all these projects, and we have so advised our 
offices. 

Mr. Wipnaun. Thank you. 

Getting back to inspection, your inspectors are paid on a fee basis, 
too, are they not? 

Mr. Kine. Yes, sir. 

Mr. Wipnati. Who makes those payments ? 

Mr. Kine. The builder is required to pay the fee inspectors. 

Mr. WipnaLt, How much? 

Mr. Kina. It is a fee that varies, because of various localities and 
circumstances, but basically it runs anywhere from $5 to $7 per visit. 

Mr. Wipna.t. Per visit 4 

Mr. Kine. Per visit. 

Mr. WipnatL, Isn’t some of the difficulty arising today because of 
the refusal to pay more than one fee inspection, where inspectors are 
called upon to go back to the project several times 4 

Mr. Kine. I have never heard of that, Congressman Widnall. The 
fee inspector, as to the average unit, is required to go three times. 
In point of fact, particularly if there is trouble, he may go many times. 
He doesn’t get additional compensation for that. But I have heard 
no very strenuous protest that the fees are not adequate. There is a 
little objection, of course. There is always the hope of getting higher 
fees. But I believe that the competent inspector gets enough fee busi- 
ness so that he is compensated for the free work he does. 

Mr. Wipnatu. Do you think it would be a better system if the in- 
spector were paid by someone other than the builder? 

Mr. King. The builder does not pay this fee ultimately because, as 
to those units which are sold to veterans, he can charge it to the veteran 
as part of the closing cost. 

Now, it might be that some alternative system might be better. 
I don’t know specifically what you had in mind. But the only alterna- 
tive I can think of is to have the Government pay the fee inspector 
and charge the veteran, or else have the Government absorb the cost. 

Mr. Wipnati. Where there are complaints in connection with the 
inspection of premises, is it your practice to send back the same in- 
spector or another inspector / 

Mr. Kine. I would regard a salaried technician that sent back the 
same inspector as not being quite abreast of his job. I can see no 








74 HOUSING CONSTRUCTED UNDER VA AND FHA PROGRAMS 


reason for sending back the same inspector, unless the nature of the 
complaint was such that his review might be indicated. 

Mr. Wiwnatu. Do you have the same practice with respect to moneys 
held in escrow that the FHA has? 

Mr. Wipnaui. We have a somewhat tighter procedure as to escrow 
moneys, Congressman Widnall, than, I believe, the FHA does. I 
am not intimately familiar with their system, but I have had it de- 
scribed to me from time to time. We don’t permit the establishment 
of escrow arrangements on as broad a basis initially. We require the 
veteran to subscribe in advance to the arrangement. 

Mr. Rains. I think that is a good idea, too. 

Mr. Kine. If it involves blacktopping a road, for instance, involv- 
ing a hundred veterans, a hundred veterans have to sign. 

The escrow cannot be released upon completion, without a final 
inspection by VA, commonly by a salaried man, but we may pay a fee 
man for that purpose, without the written concurrence of the loan 
guaranty officer. I don’t think—although I am subject to correc- 
tion—that we require the signature of the veteran on that release. 
But we do require that the party holding the escrow can’t release it 
without the signature of the loan guaranty officer which signature 
will not be forthcoming unless he has an inspection report stating 
that there has been full completion. 

Mr. Rarns. Well, as a matter of law, you couldn’t require the s'gna- 
ture of the veteran on the release of the escrow because that is natu- 
rally between two parties in this instance, but he does have notice 
when it is finished, does he not? The veteran, that is? 

Mr. Kine. Mr. Mason tells me that the veteran is party to the 
agreement. If you will permit, Mr. Chairman, we will have him read 
that stipulation. 

Mr. Rarns. All right. 

Mr. Mason. The builder additionally agrees that he is personally 
liable to the veteran purchaser for the satisfactory completion of 
the work free and clear of all liens, and that this undertaking is addi- 
tional to and not in lieu of the builder’s expressed covenant with the 
lender. 

Mr. Kine. I don’t recall, Congressman, that we have had any 
trouble, any considerable trouble, with our escrow procedure. I be- 
lieve there was one instance in New Jersey where it was thought 
that it was improper to—no, I think the trouble in New Jersey arose 
because the lenders and builders thought that we were unfair to them 
in holding up the money. 

Mr. Wipnauy. I have some complaints in the office that involve 
escrow agreements, where the moneys were released, and the veteran 
claimed there was never any inspection made. Purchasers were in the 
premises, had been there for montlis, and no inspector had ever come 
to the premises, and they found out the money had been released, 
and a statement had been filed that an inspection had been made. I 
will bring that to your attention. 

Mr. Kine. Congressman, let me say, in that regard, that that is 
quite possible, for this reason: I explained to you that our escrow 
procedure was pretty well buttoned down initially. It can apply 
only to certain types of on-site improvement or to off-site improve- 
ments. It can’t apply to improvements interior to the house. So 
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it is very likely that an inspector could come and go without anyone 
in the house knowing of the fact. 

We don’t permit them to escrow for anything that concerns the 
habitability of the house itself. They can complete the house. They 
don’t have excuse as to weather factors, as to what goes on in the 
house. But if it is a question of laying sidewalks or roadways in 
bad weather, we let them escrow for it, or putting in trees in Dallas 
Tex., for example, in midsummer. 

So that it is entirely possible that the occupant of the house would 
not see an inspector come around to check completion of the job. 
He would have no occasion to go into the house. 

Mr. Wipnatt. I can see that, but a lot of these complaints address 
themselves to the cellar conditions and the fact that the house was 
approved, and that there had been final inspection. A condition 
exists which just can’t be corrected within the cellar. The property 
owners are having difficulties with the builder, and the VA says the 
house was finally inspected and it is just too bad, and the mortgage 
holder says it does not care, it has a Government guaranty on it, and 
everybody is left high and dry, except the house. 

Mr. Kine. Yes; but that cellar condition couldn’t apply to an escrow 
case. I judge you are getting away from the escrow point there. 
We have the cellar case. The cellar case usually—I say “usually”—is 
due to the lack of technical competence on the part of somebody, or 
the lack of technical competence on the part of both the developer 
or the supervising foreman, and the VA appraisal committee, in 
some instances. 

But it is more commonly due to the fact that something inadequate 
was in the base of the initial planning. They haven’t put in the re- 
quired amount of drain tile, they haven’t put in a foundation that is 
resistant against sidewall cracks—it is usually technical defects. 

Mr. Wipnaui. Wouldn't all of those then be attributable to the ap- 
proval of plans for a site, that just weren’t suitable plans ? 

Mr. Kine. That is possible. What is your idea, Mr. Mason? 

Mr. Mason. I would say that that was poor construction, the things 

Mr. King has just outlined, faulty foundation wall, omission of drain 
tile, possible omission of waterproofing on the exterior wall—that is 
a matter of inspection. It is the thing that the inspector should see 
and report on at the time of the first or second inspection. And it 
is possible that the case which you have reference to, the inspector ma) 
have failed. I don’t know. 

Mr. Wipnautt. Do vour minimum standards for construction con 
trast with those of the FHA; are they the same in various areas, 
or do you have different standards ? 

Mr. Mason. Yes, sir. As I said before, in December of 1948, we 
adopted minimum construction requirements, and after some delibera- 
tion it was decided that those that we had previously tentatively 
worked out for our own purposes were so neraly identical with those 
that had been in use for some time by the Federal Housing Admin- 
istration, that we decided that from a practical standpoint it was 
best to adopt those requirements. 

Now, they are published in books of this nature [indicating] for the 
various States throughout the country. These are the minimum prop- 
erty requirements for properties of one and two living units as pub- 
lished by the Federal Housing Administration. 
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One of my responsibilities is to arrange for the issue of these to all 
of our regional offices, and to maintain all revisions to these books, 
by keeping liasion with the FHA underwriting headquarters in Wash- 
ington and getting those revisions to the field. We work quite closely 
together on this problem, and we feel that it is to the benefit of the 
builders, architects, home owners, all over the country, that the two 
agencies operate under the same identical standards. 

Now I refer here to construction, not building planning, room size 
and that sort of thing. We have a slightly different approach with 
respect to planning requirements than the FHA does, but we have 
an identical approach with respect to structural features of the 
building. 

Also, drainage of the lot, and the installation of sanitary facilities, 
individual sewage disposal systems, and so forth, as published in this 
green book. 

Mr. Wipnatyi. When you have a combination FHA and VA loan, 
don’t you run into a duplication of effort to a considerable extent / 

Mr. Kine. A combination FHA-VA loan, Congressman, was elim- 
inated from the law by the Congress in the Housing Act of 1950, 
effective April 20, 1950. There is a long history behind that. It 
extends over 5 years of various arrangements and plans, which I 
think my memory will aid me in going back into, but I have some 
quest ion on whether you have that in mind or not. 

The only duplication that is involved in the present system, under 
the present law, is the duplication of all or part of the inspection 
function, which duplication we have avoided by taking the FHA, 
final compliance inspection certificate, their Form 2051, 

As I pointed out in my short statement here, in some cases we require 
a VA final on top of that, because there can emerge, in the course of 
planning and construction, deviations or departures from the base 
upon which each agency initiated its action. 

We have to be concerned, in considerable particular, with those 
deviations, because we have predicated our valuation factor upon that 
original submission, and we know commonly that veterans have 
bought, prior to completion, in reliance upon that factor. 

So that it is possible that where there has been a series of deviations, 
the VA has to check for itself what those deviations are, and inspect 
how they are installed. 

Mr. Wipnatn. Just one more question: In connection with original 
applications from builders, to what extent do you require the financial 
responsibility of the applicant? As I understand it, the FHA 
requires a minimum capitalization of a hundred thousand dollars in 
assets. 

Mr. Kine. I believe the statement as to requirement of $100,000 
in assets, Congressman, relates to the approval of the mortgage loan 
broker, and not to the approval of the builder. 

Mr. Wipnau. Oh, yes; that is right. To what extent, then, do you 
go into the financial responsibility of the applicant, in the case of a 
large-scale development ? 

Mr. Kine. VA makes no inquiry into the financial responsibility of 
the applicant. In point of fact, the applicant can apply only if he 
has undertaken preliminaries which are very expensive as to large- 
scale development. 
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Commonly, he would be able to do that only because he had a con- 
siderable measures of resources and because he had pretty solid 
financial backing. 

Now, it is true that in a number of instances, where we have dis- 
covered defects in time and have sought to take remedial action, we 
find that the builder has gone. He may have become bankrupt. 

There is very little in the way of remedy there, unless somebody 
will undertake a salvage operation. 

But we do not require investigation of the background and financial 
resources of the builder who applies for a certificate. 

Mr. Wipnati. What about the lending institutions / 

Mr. Kine. You mean, do we inquire as to what their financial 
background is? 

Mr. Wipnau. Yes, sir. 

Mr. Kine. We do not have a system of approving brokers such as 
the FHA has. Our act sets up expressly two classes of lenders, (1) 
institutional lenders, subject to examination and supervision by an 
agency of the Government, State or Federal, who are classified for 
our jargon purposes as supervised lenders, or automatic lenders, be- 

‘ause they have the privilege of making loans without prior refer- 

ence to the VA, and a second class set up under section 500 (e) of the 
act, Which embraces every other citizen in the United States who can 
make a loan to a veteran. 

All mortgage loan brokers are included in that 500 (e) category. 
They cannot originate loans without prior approval of the Veterans’ 
Administration. That was laid down by the Congress. 

The Congress was content to let the banks and savings and loan in 
stitutions of the country originate these loans—and I shouldn’t leave 
out insurance companies—without prior reference of the particular 
package to the VA for detailed underwriting studies, but the Congress 
specified at the same time that anyone proposing to originate a loan 
other than those special classes would have to submit the whole pack 
age to VA prior to initiating any action such as disbursement under 
that loan. 

We are concerned, in the issuance of prior approval to that second 
group, only with evidence that they have the capacity to properly 
service that loan. 

Where an individual citizen was proposing to make that loan, we 
would not make any inquiry, because as a practical matter, anyone 
can service one loan. But where any institution, other than a super- 
vised lender, is proposing to originate a group of loans we would have 
to be satisfied as to their servicing abilities. 

They might, for example, undertake to handle the servicing through 
the custodian accounts of a trust company, which would be 
satisfactory. 

Mr. Wipnati. Do you, in determining whether or not they can 
service that loan, find out who actually runs the mortgage servic ing 
company or the brokerage company? I understand that the FHA 
finds out who are the officers, directors, and stockholders of a lending 
institution. 

Mr. Kina. I do not believe, Congressman Widnall, that we have a 
detailed prescribed procedure for that. 
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As a practical matter, all those people are empowered under the law 
to make these loans, and I don’t know of any trouble we have had 
whatsoever, except for the breaching of commitments, or semicom- 
mitments, when there was some shift in the money market that led 
to the canceling out of tentative commitments. 

For example, when the guaranty was changed from $2,000 to $4,000 
back in 1945-46, and again : from $ $4,000 to $7,500 back in 1950, tentative 
commitments appeared washed out in the face of some individuals who 
were proposing to make loans for veterans, and they had to breac 
their commitments. 

But that would have followed whether we had investigated those 
people in advance or not. 

Mr. Wipnati. That is all, thank you. 

Mr. Rains. We appreciate your coming, and I would like you to 
leave those copies of the manual to which you have referred, Mr. 
Mason, with the committee. 

Mr. Kine. If you will permit, Mr. Chairman, in view of my en- 
larged knowledge since coming here, of the purposes of your subecom- 
mittee, and the intensity with which you intend to go into these 
details, I would appreciate very much the privilege of filing consider- 
ably more material. 

Mr. Rains. We would like you to do that. What we can try to do, 
as you can see, first of all, is to get some background on how these 
situations operate, so that we will know what we are doing once we 
get out in the field. We would like an organizational chart of the 
entire VA loan guaranty set-up, as to who has the responsibility all 
the way down, even to the local offices. 

Mr. Kina. Yes, sir. If it is possible, Mr. Chairman, for you to give 
us a list of the specific cases which have engaged your attention, we 
would appreciate the opportunity of making a detailed report on all 
of them. 

Mr. Rains. What we will do is, when we go out and have these hear- 
ings, we certainly will present them to you, but first, we will want to 
check into them. 

Mr. Rais. I must apologize for the long session today, but we 
appreciate your attention and your cooperation. ; 

The subcommittee will stand in recess until 10:30 in the morning, 
at which time we will hear Members of Congress. 

(Whereupon, at 5 p. m., a recess was taken, to reconvene at 10:30 
a.m., Wednesday, February 6, 1952. ) 
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WEDNESDAY, FEBRUARY 6, 1952 


Houser or RepreseNTATIVES, 
SUBCOMMITTEE ON HOUSING OF THLE 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 
The subcommittee met at 10 a. m., Hon. Albert Rains, chairman of 
the subcommittee, presiding. 
Present : Messrs. Raine, Deane, Addonizio, Gamble, Cole, and Wid- 
nall, 
Mr. Rains. The committee will be in order. 
We will hear first, this morning, Hon. Reva Beck Bosone, from Utah. 


STATEMENT OF HON. REVA BECK BOSONE, A REPRESENTATIVE 
FROM THE STATE OF UTAH IN THE CONGRESS OF THE UNITED 
STATES 


Mrs. Bosonr. Mr. Chairman, and members of the committee, if I 
may, I would like to say something off the record and then present a 
statement. 

Mr. Rains. You may do so. 

Mrs. Bosonr. I appreciate the opportunity to appear before this 
committee. 

I am not here to criticize any person or agency. I am here to point 
out what I think is a deficiency in our legislation relative to insured 
housing. I do not have a solution, but I am sure that a solution can be 
found if we look hard enough. 

Now, as an example of where I think our laws are deficient, I am 
going to discuss the Kearns housing project, an FHA-insured proj- 
ect, which is just a few miles outside of Salt Lake City. And again, 
I want to emphasize that I am not doing this in criticism of those con- 
cerned, but I have chosen it because it shows so clearly that the pur- 
chaser of the property does not have legal guaranties against defects 
which might show up after the purchaser had put his name on the 
dotted line. 

Kearns was a military camp in World War II. It was turned over 
to private industry after the war. The water system, the hghting 
system, a sewage-disposal plant and some paving was salvaged by the 
purchaser. Most of the barracks were torn down and the land was 
made available for a private housing program. 

A corporation headed by three Salt Lake City men was formed and a 
number of houses, probably 170 or 180, were constructed. As near as 
I can determine, FHA lived up to the rules of passing on the plans and 
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inspection. Since the houses were of the “low cost” type, the builders 
understandably saved wherever possible. 

One of the items used was a space heater which substituted for a 
furnace. This was admittedly not ideal, but it looked as if it would 
do the job and keep the homes within the price range. 

Under the stress of wind and winter this space heater failed to 
meet expectations and there was widespread dissatisfaction. Health 
hazards, particularly to the children, resulted. Efforts to force the 
heaters to give off sufficient heat resulted in fire hazards, 

By this time, half the houses had been sold. Because of lack of capi- 
tal to carry on until all the houses were sold, the corporation went 
broke and a creditors’ committee took over to protect the various 
supply houses which had advanced the material. 

When the homeowners looked around for someone to hold respon- 
sible for the failure of the heating units, there was no one to help 
them. FHA had no authority to finance any such adjustment. It 
could not put pressure on the building corporation because that cor- 
poration no longer existed. The homeowners could not appeal to 
the corporation for the same reason. 

The creditors’ committee had troubles of its own and was certainly 
not liable for the failure of the heating units. The bank which did 
the financing was not responsible. In brief, the homeowners were 
left holding the bag. The only party in the whole transaction who 
had any ironclad insurance was the lending institution, 

The matter was settled, or appears at the moment to be settled, 
through the efforts of FHA in getting the firm which made the heating 
units to agree to certain changes inthem. I believe these changes were 
financed by the furnace company, including the conversion parts and 
installation costs. 

Now, I am not interested in having this committee go into this par- 
ticular project and try to fix the blame or determine who said what. 
The project clearly shows that actually the home buyers have no legal 
protection. If FHA falls down on its part of the job, or if the build- 
ers go bankrupt, then the purchaser is the goat. 

I have been told by the FHA that a program of builders’ warranty 
is difficult to administer and that Congress has turned down such 
proposals in the past. But surely something more must be done to 
protect the purchaser against such things as happened at the Kearns 
project. 

Thank you. 

Mr. Rains. Our next witness is Mr. John E. Lyle of Texas. 


STATEMENT OF HON. JOHN E. LYLE, A REPRESENTATIVE FROM 
THE STATE OF TEXAS IN THE CONGRESS OF THE UNITED STATES 


Mr. Rains. We are glad to have you, Mr. Lyle. 

Mr. Lyne. Thank you. 

Mr. Chairman, my name is John Lyle and I represent the Four- 
teenth District of Texas, 

Mr. Chairman, during the past year or so I have had called to my 
attention no less than a hundred cases where veterans have purchased 
homes, and after they have made their down payment, and the loan 
has been cleared, and the veterans have moved in, thev have found 
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heartsickening and heartrending defects in these homes that they had 
longed for so many years when they were in the service. 

During the last holid: ay that Congress took, I inspected more than 
25 houses personally. If was a discouraging experience, during the 
holiday season, to go to these little homes, where the veterans had 
brought their wives and babies, and where they had looked forward to 
years of happiness, and to find that after they had moved in, in a few 
months, that the floors started falling out, the walls started leaning 
out, the roof leaked, the doors wouldn't close. 

Mr. Rains. Where are these homes located ¢ 

Mr. Lyte. These are in Corpus Christi, Tex. They were new homes. 

Mr. Rains. When were they built / 

Mr. Lyte. Less than a year ago, the ones that 1 inspected during the 
holiday season. 

I went out personally and looked at them. I took my wife along. 
One of the reasons I took my wife along is that we built a new home 
about 2 years ago and she is always showing me defects in it. and I took 
her along so she would be a little happier ‘with ours, because our floor 
had not fallen out, and so forth. 

Mr. Ratns. Would you say the construction was shoddy in every 
particular ¢ 

Mr. Lyte. The construction was very substandard. The inspections 
were disgraceful. 

I had one house called to my attention and I went out and looked at 
it. where they had inspected the house for FHA approval, and when 
they moved in- 

Mr. Rats. May I interrupt? Were they FHA-approved loans o1 
V A-approved loans in this instance / 

Mr. Lyte. The VA doesn’t make any inspection. All they do is 
advance the loan. The inspections are made throughout the United 
States by the FHA, for the Veterans’ Administration. 

Mr. Rarns. But in this instance, the insuring agency was the VA, 
is that correct ? 

Mr. Lye. In all these instances, which I am talking about. 

Mr. Rarns. All right. 

Mr. Lyte. I spoke to the Veterans’ Administration about it and had 
all the heads in our area come down to my office and go out and look 
at these houses themselves. 

They were disgusted too, but said, “We can’t do anything about it. 
You have to change the law.” 

That is why I am here, to ask you to change the law and I am going 
to tell you about some of the things you ought to put in it. 

One young couple moved into one of these homes and tried to take 
a bath, and the water ran right outside the house. The bathtub hadn't 
even been connected with the sewer. That isa fraud upon the Govern 
ment, the builder, and the veteran. 

Mr. Corr. You are absolutely right. 

Mr. Lyx. If Government agencies can’t do a better job than that. 
they ought to acknowledge it, and then let’s set up a different system 
of inspection. 

Mr. Cotz. Do you mean the VA can’t do a better job? 

Mr. Lyte. The FHA is the inspecting agency, Iam told. The Vet 


erans’ Administration does not have any inspectors in our area. 
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Mr. Rats. Well, of course, we had them up here all day yesterday 
and we found that only in very rare instances is the final inspection 
made by an FHA inspector. I don’t say it never occurs, but the ordi- 
nary procedure is that VA makes its own inspection from a panel of 
appraisers locally. 

However, they did say that in some instances they accepted an FHA 
final inspection. 

Mr. Lyte. In all cases in my district, they are FHA-inspected, so 
[ was informed. I could be mistaken about that, but I don’t think so. 

Here is the tragedy of this whole thing, Mr. Chairman, and gen- 
tlemen, and this information ought to be given to the purchasers. 

These young people come in to buy a home, and they go out to look 
at it, and it is a pleasing little structure. The whole house is about 
the size of a good-sized living room, probably less than a thousand 
square feet, and maybe cut up into three bedrooms, a living room, 
dinette, kitchen, and a bath, in less than a thousand square feet, 
selling somewhere around seven, eight or nine thousand dollars. 

Mr. Rains. What you are saying is that no matter how well such a 
structure may be constructed, that is inadequate for a family to live 
in, is that it? ‘ 

Mr. Lyte. Well, of course, that is not a responsibility of the Gov- 
ernment. That is just where they got caught. I sold my home when 
I went into the service in 1942 for, I think, $6,700, and the house cost 
me $25,000 to replace it. 

These people buy these homes, and they are told these are FHA- 
inspected homes, that the Government has inspected these houses. To 
them, that means that all of the things that should be put in that house, 
the specifications and the plans, are completely carried out, and that 
they are purchasing a home which in 40 years—I think that is the 
length of the time in which they pay for them, 30 or 40 years—that 
they will have something. 

As a matter of fact, the houses I looked at will not last 5 years, 
unless something is done to them. 

Mr. Rains. Would you agree with a statement I made yesterday, 
that that type of house is merely the slum dwelling of tomorrow ? 

Mr. Lyte. No question about it. And tomorrow is right. Not very 
far away. 

Mr. Rarns. What is the name of this particular subdivision, Mr. 
Lyle? 

Mr. Lyte. I have those records but I don’t have them with me. 

Mr. Rains. Would you mind turning them over to the committee 
so that we can look into it ¢ 

Mr. Lyx. I would be glad to. I think you ought to go down and 
have a look at some of that area, and look at some of these places per- 
sonally. See how you can’t get a door closed, see how the baseboard 
is separated, by an inch, from the floor, that the walls are leaning 
out, with cracks that long, that the refrigerator has to be propped 
up with sticks to keep it level, and so on. 

Mr. Deane. Mr. Lyle, do the contractors have any reaction to these 
buildings ? 

Mr. Lyve. Yes, sir; their reaction was that they were not going to 
do a thing about it. 
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Mr. Rartns. But they got an insured loan all right. You are talk- 
ing about the attitude of the contractor after the. people bad maved 
in and made the complaint / 

Mr. Lyte. That is right. 

I want to make this suggestion: That you so amend the law, first, 
that whenever a builder wants to build and sell a house, under a Gov- 
ernment-approved program, such as the veterans’ home loan program, 
that he must enter into a written contract to certify that he has built 
that according to the plans and specifications, according to minimum 
standards set up for an FHA-insured house, and that he will guaran- 
tee that within a reasonable period—I don’t know what that would be, 
probably a year, certainly a house ought to hold up for a year without 
major repairs—that he will indemnify those people who purchase 
that house, or repair it to the satisfaction of the Inspec tion agency, 
within that period. 

Mr. Rains. That is a fine suggestion, Mr. Lyle. 

Over the long years I have been on this committee I remember, and 
so does Mr. Cole and the other members, that one of the battles we have 
had in connection with FHA legislation each time was whether or 
not to require construction warranties. We were told in each instance, 
because people needed these houses, that if we required the man who 
was constructing the house, to sign a Government construction war- 
ranty, that he would be afraid that he would be prosecuted here and 
there for leaving a nick out here and a nick out there, and that we 
couldn't get the builders to do it. 

I remember a great many debates in the committee over the years 
past on that subject. 

Mr. Lyie. You are not doing these people any benefit. You are 
not doing anything for these people who purchase these houses, when 
you are permitting them to purchase them under the circumstances 
of today. 

Mr. Rains. I concur with you. 

Do these houses have basements ¢ 

Mr. Lyte. Oh, no, sir, we don't have basements in our country. 
We have to build them up where there is air under them so the termites 
won't get to them. 

Mr. Rains. What about the off-site work; the planning of the 
particular project 

Mr. Lyxe. It is excellent. It is really a beautiful little project. 
As you drive through, the streets are good, the curbs are good, the 
yards are well-planned, they look fine outside. They look just fine. 
Except that the bottom is falling out and the roof is falling in. 

Mr. Deane. Are these same contractors building homes there now? 

Mr. Lyte. Yes. sir: they are building them right down the street 
from where I was inspecting these that were falling down; that is, 
they were. 

Mr. Deane. Still building under guaranteed loans. 

Mr. Lytr. That is right. 

Gentlemen, you are not going to get anywhere appealing to these 
builders. ‘They are like all the rest of us. They are having a hard 
time getting labor and they are having to pay a high price for it. 
They are having a hard time getting materials and they are not making 
a great deal of profit. They are actually not making a lot of profit. 
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And they are throwing these things together in the best way they 
can, and when they have gotten their inspection, by the Government, 


then they are through. 
Mr. Rains. The real trouble is, in the whole picture, that somebody 


is falling down ou the inspection, when he passes, on final inspection, 


that type of house; isn’t that right ¢ 

Mr. Lyte. No question about it. We have difficulty in our country 
in building foundations. It may be that specifications are not satis- 
factory, or are not sufficient to hold up. There is a great deal of 
trouble, because the earth heaves and then it goes back down. 

Mr. Rains. That could be architectural failures, failures in plan 
ning. 

Mr. Lyte. That is right. But you are going to have to tie these 
warranties into these loans, or you will never get satisfactory houses, 
Mr. Chairman, in my opinion. 

Mr. Rains. You think it ought to be on the part of the one who 
builds them / 

Mr. Lyte. Unquestionably. After all, the Government is simply 
certifying. Even if they do the best inspection, and do it properly 
and according to law and enthusiastically, all they are certifying is 
that this house, as we inspected it the two or three times, is being built 
according to the specifications that are sct oui in wiiting here. 

Mr. Rains. One of our concerns is whether or not those specifica- 
tions set out in writing, if carried out, would lead to adequate housing. 
We are interested in finding that out, too. 

Mr. Lyue. I doubt if a single one of them will live the life of the 
contract. These people were really heartsick and they said, “What 
are we going to do?” 

I said, “Ul tell you what I would do. I would move out and give 
it back to them.” I would not spend 30-odd years paying for some- 
that that is falling down on my head. And they said, “If we do, our 
credit is ruined and we will never be able to buy another home.” 

Mr. Rains. There is no doubt about it. Those people found them 
selves in an extremely difficult position, and the Government in 
an effort to render a service to them, in a great many instances, 
appears to have rendered them a disservice. That is what this com 
mittee hopes to be able to find some solution for. 

Let me ask you this: do you know who the lending agency was/ 

Mr. Lytx. They were mortgage companies, insurance companies, 
through local agents there. 

Mr. Rarns. One of the concerns of this committee—and I don’t 
charge this is true, but knowing something of the frailties of human 
nature, lam afraid that it may be so—is that ina great many instances 
there may be a tie-in between the mortgage company, the contractor, 
and the inspectors, because somebody, somewhere along the way, 
ought to be able to ascertain the fact that a certain house is inadequate 
and of shoddy construction. 

You don’t offer anything along that line in this particular instance / 

Mr. Lyte. No; I certainly don't. 

Mr. Rains, Well, it is a long way to Texas, Mr. Lyle. JT had a lady 
from Texas, this morning, from Corpus Christi, saying: “It is raining 
through the roof of my house.” and so forth and so on. And I won- 
dered if that was really a fact. 
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Mr. Lytx. Mr. Chairman, if it is raining down there it is the first. 
time in 3 years, and I hope to goodness it is. I certainly hope so. I 
wouldn’t even mind the raining through my roof. 

Mr. Rarns. Well, this is near Corpus Christi, so I hope it is true. 

Mr. Lyte. I certainly do too. 

Mr. Ratns. Do you think the committee would do well to go down 
to that section and look into it ¢ 

Mr. Lyte. Mr. Chairman, you can’t properly do the job Congress 
has charged you with unless you pick out five or six places in the 
United States and go and look at the houses. I can show you 50 of 
them. 

Mr. Rains. How far is Houston away from Corpus Christi 

Mr. Lye. 225 or 230 miles. 

Mr. Rains. I note a great many of the complaints coming to the 
committee are coming from Houston. Is there a great deal of sub- 
urban housing of this type in that area ? 

Mr. Lyxe. Just tens of thousands of them there, Mr. Chairman. 

Mr. Rats. I don’t know how the rest of the committee feels about 
it, but you have described a situation that this committee is much con- 
cerned with, and we shall see if we can’t put on our’agenda a trip to 
Texas to see this particular situation. 

Mr. Lyte. Keep in mind that you are going to have to do some- 
thing more than have a hearing. We have had too many hearings 
in Congress and too little done about it. We are going to have to 
write some laws, to make these people guarantee these places which 
they are selling, and we are going to have to see that the Government 
inspects them, that it sets up minimum requirements, and that they 
really go through it. 

If we don’t, we are going to have a bunch of trash on our hands, a 
group of people whose credit is impaired, and a group of people em- 
bittered against the Government. 

“very man who buys a house ought to be told, by the Government, 
before the loan is certified: “We are not certifying that this house is 
going to stand up 2 days.” You are buying it on your own. Unless 
we do something about it they ought to be told that, that their house 
may not last a short time. 

Mr. Rains. Of course, in private industry, if a contractor builds 
vou a house and it tumbles down within a year, within a reasonable 
time you would have the right to go into court and seek recovery, 
wouldn’t you? 

But in this particular instance, the Government is only in the posi- 
tion of being the guarantor of the loan, and its contract is with the con- 
tractor instead of with the party who buys it. As I see it, the only 
thing we can do is require the most strict type of inspection. Failures 
such as you pointed out, I believe are now covered in the law. I 
think it’s the failure of some agent or some employee who is charged 
with the inspection, or possibly in the planning. 

We appreciate your coming. 

Do you have any questions, Mr. Cole? 

Mr. Coir. This is probably a VA guarantee, is it not? 

Mr. Lyre. It is a VA guarantee, but the agency which made the 
inspection for the VA and certified the loan was the FHA office. 

Mr. Ratns. What office would they be operating out of down there? 

Mr. Lyte. San Antonio is the regional office. Generally they do a 
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good job there. I think probably the trouble in this regard is not so 
much the lack of requirements as the lack of warranty by the builder. 

Mr. Deane. In that area, are there other suitable houses being 
built under VA guarantee ? 

Mr. Lyix. That are holding up? 

Mr. Deane. Yes, sir. 

Mr. Lyxe. Oh, yes. There are, of course, thousands of them which 
I have had no complaints about. I am just telling you about the ones 
I had complaints about. 

When I get some complaints I go out and look at them personally. 
One of them, I remember, they built the driveway on another man’s 
lot. 

Mr. Rains. Are there any complaints other than in this particular 
project ¢ 

Mr. Lyue. Oh, yes, sir. I am not talking about one builder or one 
project. They are scattered all over town. 

Mr. Rats. But not all FHA guaranteed homes or VA guaranteed 
homes in your city are tumbling down. The failure applies to certain 
ones, is that right / 

Mr. Lyte. Of course, not all of them. Quite frankly, gentlemen, 90 
percent of the homes built in America today will have difficulty lasting 
as long as the loan, judging from the ones I have seen; that is, without 
major repairs. 

Mr. Rains. There is no doubt about that, in a great many instances. 

Are there any other questions ? 

Mr. Widnall? 

Mr. Wipnatu. I think you made one statement that when these con- 
ditions were called to the attention, either the VA or FHA they said 
they couldn't do anything about it. Didn’t they recognize that within 
their own hands they had the power initially to approve certain speci- 
fications and that they had the power all through the construction 
period of inspecting the houses ? 

Mr. Lyte. Yes, sir, they recognized that. That was called to their 
attention. 

Mr. Wipnauxi. How do they explain their failure to find these 
defects ¢ 

Mr. Lyte. They will tell you they didn’t appear at the time of the 
inspections, that the foundation has fallen out after that time, after 
the inspection, and I think most of the things that I have seen were 
foundation failures, 

Mr. Wipnatx. Did you find any substitution of materials? 

Mr. Lyxe. No, I think the materials, generally, were pretty much 
what they were supposed to be. Most of those houses were built out 
of fir. 

Mr. Wipnatt. And you say the builders involved are continuing to 
build and they are getting Federal loan guaranties ? 

Mr. Lyte. That is right. 

Mr. Wipnaty. Thank you. 

Mr. Apponizi0. This faulty construction that you speak about, is it 
in the main due to just one contractor ¢ 

Mr. Lyte. Principally. 

Mr. Wimwnatt. There is more than one? 

Mr. Lyte. One was more involved than the others. 
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Mr. Rains. Could you give us, or get from your files for the com- 
mittee, the names of these projects ! 

Mr. Lyte. Yes, sir. 

Mr. Ratns. If you would send that to us, we will check them. 

Mr. Lye. I will get you that and also other information which I 
have in my files. 

Mr. Rains. The main recommendation you make with reference to 
legislation is that legislation with reference to guaranteed loans should 

carry construction warranties, is that right ¢ 

Mr. Lyue. Yes, sir, and that the minimum specifications ought to 
be very carefully reviewed. I don’t think they are high enough. 

Mr. Rains. We appreciate your coming, Mr. Lyle. 

Mr. Wipnatt. One other question: In building new developments 
are they using the same corporate name, or have they set up a new 
corporation? Do you know that? These builders that you are talk- 
ing about. 

Mr. Lyte. I would say, generally speaking, they are using their reg 
ular corporate name, and some of them are building as individuals. 
There was one concern down there that came down and defrauded the 
people out of many, many thousands of dollars under subterfuge, and 
we haven't been able to prosecute them yet, neither the State nor the 
Government believing they have sufficient evidence. 

Of course, the fact that people lose from $400 to $10,000 doesn’t 
seem to make much difference. 

Mr. Corr. Was that a builder that came into Corpus Christi 

Mr. Lyie. Yes, sir, he came in from somewhere else. 

Mr. Ratns. Thank you very much, Mr. Lyle. 

Our next witness is Representative Jarman from Oklahoma. 


STATEMENT OF HON. JOHN JARMAN, A REPRESENTATIVE FROM 
THE STATE OF OKLAHOMA IN THE CONGRESS OF THE UNITED 
STATES 


Mr. Jarman. Mr. Chairman and gentlemen, the problem that | 
would like briefly to present to you is a drainage problem, and I think 
the fault hes in the original inspection by the Veterans’ Adminis 
tration. 

While I read a brief statement on this, I have several pictures that 
I would like the committee to take a look at. It is my hope that the 
committee on its trip to Corpus Christi will stop by way of Oklahoma 
City and take a look at the problem that Lam about to present to you. 

Mr. Rains. Is this in Oklahoma City / 

Mr. Jarman. Yes, it is in a suburb of Oklahoma City. 

I have asked to appear before your committee in connection with 
the study you are making of the guaranteeing of private-housing 
loans by the Government. to determine to what extent the Insurance 
of such loans has been granted in cases of housing that is defective. 
either with respect. to construction, drainage, or sanitary conditions. 

This authorization of the committee has a special relevance for a 
problem that has developed in my district. 

The trouble lies with a year-and-a-half-old GlI-housing — 
ment at Bethany, Okla. (Bethany is a suburb of Oklahoma C itv. 
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At Bethany, an old low-lying area once known as Bednar’s Lake was 
developed by a builder and the houses sold to veterans. In a general 
rain, Water in this area is trapped and spreads to the homes that have 
been constructed there. 

During the rains in Oklahoma last spring a number of property 
owners in Bethany, whose houses had been financed with GI loans, 
suffered severe property damage from the water that accumulated 
on their housing sites. 

Let me excerpt for you portions of a letter that one of these home 
owners sent me. 

We purchased a GI home on September 1, 1950, south of Bethany, Okla. These 
homes were priced to make it possible for my husband to qualify for it, and the 
same with all the people who bought out there. Since the spring rains started 
here in Oklahoma our area became flooded. After the second or third rain the 
water got into our home and the home next to us. This happened three times. 
Three times we cleaned it up and tried to make the best of it. Then one Sunday 
in May we had a hard rain and hail storm and got at least 6 inches of water in 
our home. * * * It has been raining here off and on for the past week, nothing 
unusual for Oklahoma. They said the water was in our house again, and it is one 
terrible mess. 

The floors and woodwork are ruined and the house is practically worthless 
because of water damage to the plasterboard and water standing between the 
boards and shingles and the framework. We relied on the Veterans’ Adminis- 
tration inspection as assurance that our money would be well invested. The 
VA, to my knowledge, was set up to protect the veteran. 

This is a deplorable situation, more so because of the fact that we can do noth- 
ing about it. It would cost us $2,000 or $3,000 to repair our home and raise it so 
no water could get into it again. * * * 

The man who developed this area was entirely aware that this area was con- 
stantly flooded during the rainy season at the time he had homes built on 
il ” oe 

I made a trip to the district to look into this problem in detail. I 
saw rain water standing trapped in bar ditches and houses with an 
inch of red mud in all rooms. Wallboards had been warped, and the 
moldy small of stagnant water was everywhere. 

Although the Veterans’ Administration has recently outlined poli- 
cies that will do much to mitigate the damages suffered by the people 
of the Bethany areas, much of the injury to these people cannot be 
repaired. 

My investigation of this matter indicated that there was consider- 
able doubt as to whether the VA housing loans involved should have 
ever been approved because of the fact that the development was 
located in the bed of an old lake. This was generally known by the 
Bethany residents, and undoubtedly the builder at the time the project 
was developed. One correspondent wrote me: 

* * * We have talked to many people who have lived near this location 
for many years, and have learned that this area has always had standing water 
during the rainy season ,and sometimes all year round. We have been told of 
people swimming horses through this area, wading through this lake in hip boots, 
and duck hunting in this very spot. Even the developer acknowledges having 
seen a horse swim through thisarea * * * 

In spite of this, however, VA housing loans in the area were ap- 
proved and the house sales consummated. 

At this time this resolution authorizing your investigation was 
adopted I wrote the Honorable Brent Spence urging that the com- 
mittee in preparing its investigation agenda consider the possibility 
of looking into this situation at Bethany. I now appear before you 
personally for the same reason. The problem there eminently de- 
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serves your consideration and will provide much material that will 
be useful to the committee for both its findings and conclusions. 

It goes without saying that I stand ready to supply your committee 
with additional information on the matter at any time it is requested. 

I would like to add that, Mr. Chairman, I certainly would count 
upon being present in Oklahoma City if the committee should decide 
to stop and look into this situation. 

I might add to this statement the fact that I checked on four or 
five homes in particular where the major part of the damage had been 
done. My understanding is that from 15 to 20 to 25 homes in this 
particular area have suffered damage as a result of this drainage 
problem. 

As I undersand it, the Veterans’ Administration, which I under 
stand now operates with its own investigation and approval 

Mr. Rains. Are they new houses / 

Mr. Jarman. Yes, sir; they are new as of about a year and a half 
or 2 vears ago, 

At the time that this area was approved, the housing development 
was approved, my understanding is that the inspection was made by 
independent investigators hired by the VA. 

Mr. Rains. Ona fee basis ? 

Mr. Jarman. Yes, sir. And since that time I am advised down 
there that the VA is handling its own investigations. Now I might 
say this: That it would not be fair to the VA if I did not add that 
they have been as cooperative as 1 could have asked, except as to the 
ultimate solution. They, of course, having to look to Washington for 
clearance on what they could or could not do, as I understand it, have 
come up with two possibilities—and I understand from them that it 
depends on the individual case, and that they are in no position to 
make a general policy statement, because perhaps it might invite 
claims that otherwise might be handled in a more routine fashion 
but one possibility is that the veteran turns his damaged home back 
to the mortgage company. In these cases, the mortgage company 
there in Oklahoma City has done the financing. The mortgage com 
pany would cancel the outstanding balance, but the veteran would not 
be repaid for any part of the damage suffered, and I quote the own- 
ers of the four or five residences into which I went as saving that 
they payments on the houses up to that time had been about 8500—that 
goes back about 6 or 8 months—and, naturally, there was great damage 
to the personal property inside the houses as well, and no solution 
offered by the VA is any remedy for the damage that the individual 
GI property owners have suffered. 

The other suggestion is that, with respect to any borrower who 
wishes to retain his property, the field office at Oklahoma City has 
been instructed to seek indulgence of the mortgage holder in the 
manner of payments. 

If the mortgage holder refuses to accept delay in payments or make 
other equitable arrangements with the veteran, the local office is author- 
ized to get assignment of the property by paying off the mortgage. 

In this case, of course, again, the veteran gets no reimbursement 
for the damage suffered. But I would add, in justice to the VA office 
in Oklahoma City, that they have been cooperative and have checked 
the matter with the VA office here: certainly have recognized the 
inequities of the situation and would like to work out a solution. 
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But I do believe, Mr. Chairman and gentlemen, that it is a situation 
that would well permit personal investigation, and perhaps if you do 
decide on the Corpus Christi trip it would be in the line of flight on 
that trip. 

Mr. Rarns. Mr. Jarman, what that amounts to is a failure of inspec- 
tion in the original loc ation of that yroject in that area, does it not? 

Mr. Jarman. Yes, Mr. Chairman; incon I have it from the mayor 
and citizens of Bethany who have lived there for a number of years 
that it has long been known as a drainage problem; that this old lake 
bed lies there and the drainage has been a great problem in the entire 
Bethany area. 

Mr. Rains. How many houses were built in that particular project? 

Mr. Jarman. Well, this particular project is known as the Payne- 
Carson addition, and I would say 200 to 250 houses are in that v icinity. 

I might add to that, Mr. Chairman, that the builder himself has 
been a resident of Bethany for a number of years, and it stands to 
reason, as contended in the letters from which I quoted that, he, too, 
would have known of the drainage problem involved. 

Mr. Coir. Did the builder own the land ? 

Mr. Jarman. I can’t say as to that. 

Mr. Corr. We would like to know that. 

Mr. Jarman. I will certainly check it. 

Mr. Deane. Would the original inspectors that were hired by the 
VA know of this problem? Were they long-time residents of the 
area ¢ 

Mr. Jarman. I would be hazarding a guess on that. My impres- 
sion is that they were not residents of the Bethany area, though they 
are residents of Oklahoma City. 

Mr. Deanr. Do you know whether or not these inspectors had a 
connection with any of the mortgage firms that furnished the money ? 

Mr. Jarman. I do not, sir. In fact, I will say this: That the mort- 
gage company that has done the greater part of the financing on this 
particular addition has been most cooperative in turning over to me 
the files on the houses—the correspondence; I know the people per- 
sonally and they are highly reputable people in Oklahoma City and 
they, too, would like to work out an equitable solution on it. 

Mr. Deane. Are these inspectors known? Are they still residents 
there? 

Mr. Jarman. I am sure that they are known; yes. As I say, since 
that time, the VA, as I understand it, has begun its own inspection 
service, 

Mr. Rarns. I assume that the inspectors under the old operation 
of VA would be members of a real-estate-appraiser panel from which 
those inspectors were originally chosen. 

Mr. JARMAN. Yes. 

Mr. Ratns. You don’t have a list as to who they were / 

Mr. Jarman. Of course, we can find out. 

Mr. Rats. I assume there is a file on this in the VA office in Okla- 
homa City; is that right? 

Mr. Jarman. Yes; and I have been in contact with Mr. King and 
others here with the VA in trying, as best I could, to present the 
problem. But the file is in Okl: ahoma C ity. 

Mr. Rartns. I wish you would leave with the committee clerk the 
names of these particular people whose homes have been so dam: aged, 
because we want to talk with them. 
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Mr. JARMAN. All right, sir. 

Mr. Ratns. One other thing: What kind of final inspection—not 
only does it seem to me that somebody should have discovered in 
advance that this was no place to build such a project, but it seems to 
me the final inspection should have turned that up. Was that done by 
employees of VA or FHA, or was that also done by this inspection 
panel of local appraisers ? A 

Mr. Jarman. My impression is that it was done by the VA, but 
I should not want to make a definite statement on that. The con- 
tention of VA has been that the conditions that now exist, the drainage 
problem under which the home owners have suffered, has developed to 
a large extent since the original inspection in the area, and they argue 
that grading done by the city of Bethany, some of the improvement 
work done by the builder himself, has contributed to the water 
coming In. 

Mr. Rarns. But with the proper kind of original planning they 
should have anticipated the situation that developed, should they not ¢ 

Mr. Jarman. Yes; as I understand, from a careful investigation of 
that area, that a real serious drainage problem exists as to the entire 
area, and particularly as to this lake bed area on which the homes 
have been built. 

Mr. Rains. Are there any further questions? If not, thank you 
very much, Mr. Jarman, and we shall look into the situation. I can 
tell you now that it is typical. Not only has it happened in Oklahoma 
City, but apparently it has happened in a great many places through- 
out the country. It is easy to see that one of the failures of VA was 
that loosely drawn original provision in the act of 1944 allowing local 
inspection. Had they had final inspection, by VA officials, they should 
have been able to determine what would happen to these houses. 

Mr. JarMAN. I appreciate the opportunity of appearing, Mr. Chair- 
man, and if the committee will advise me on decisions made, as to 
whether the plan is to stop by there, I might be able to be there. 

Mr. Rarns. It may be. Of course, we have a very short time in 
which to make this investigation, and after all, we also must respond 
to our duties and obligations here in the Congress. We have tenta- 
tively set up four or five spots for hearings across the country. It is 
likely that we may be able to do it and if we can, we will get in touch 
with us. Time is of the essence with us, because we will be compelled 
to make a report, as I stated yesterday, before the end of this session, 
and it will be necessary for us to conclude these hearings early. 
And we all must be in attendance at the Defense Production Act 
hearings, so we don’t know for sure just when we will be able to do it. 
But we shall be glad to keep in touch with you. 

Mr. JARMAN. This covers one particular area and if the committee 
should so decide, I am sure that a hearing and observation of the 
conditions there could be covered in a part of a day, on your trip to 
Corpus Christi, if you make it, and if you so decide I will certainly 
stand ready to cooperate in arranging that witnesses be there and 
the evidence be presented. 

Mr. Rains. We appreciate it very much and we shall be in touch 
with you, Congressman. 

Our next witness is Mr. Bennett, of Jacksonville. 
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STATEMENT OF HON. CHARLES E. BENNETT, A REPRESENTATIVE 
FROM THE STATE OF FLORIDA IN THE CONGRESS OF THE 
UNITED STATES 


Mr. Bennett. I deeply appreciate the opportunity to speak before 
this committee on the question of veterans housing and some of the 
problems which have come to my attention in this field. 

I know of no place where there is more irritation among veterans 
than in the situation of improper housing purchased under govern- 
mental assistance. Although T know there are thousands of veterans 
in my area living in new housing with which they are very well 
satisfied, I feel it my duty to point out that IT have had numerous 
cases brought to my attention where there have been defects in con- 
struction of a great number of different types. 

For instance, I have in my hand at the present moment, a file con- 
cerning a veteran who lives in my home town in a house purchased 
new from the builder in May of 1951. The veteran tells me that the 
septic tank will not take any water or other substance on account of 
the high water level in the lot and therefore, the family has to let 
all the waste water and raw sewage run out from the plumbing fixtures 
to the earth beneath the house just as if the lot were an open privy. 

The veteran states that he has had to disconnect his septic tank 
altogether and that all of the raw sewage runs out on his open yard. 
I have taken this matter up with the Veterans’ Administration. I 
was advised that the Veterans’ Administration in that locality always 
requires a written approval by the city and State health authorities 
before a commitment is issued, where a septic tank is to be used; but 
that the Veterans’ Administration office is not staffed with engineers 
who can make percolation tests to determine whether or not a lot is 
satisfactory for septic-tank installations. 

[ am further informed that VA regulations require that approval 
be secured from the agencies mentioned and this was done in this 
particular case. T then took the matter up with the city health de- 
partment, one of those agencies, and was told that they were going 
to correct the situation by a drainage ditch which would lower the 
water level; but on January 29, I was advised again by the veteran 
that the condition is still as it was when first reported to me. This 
is not an isolated case. As a matter of fact, there are many, many 
cases of improper septic-tank installations in the district which I 
represent. This is one of the most difficult problems faced in the 
veterans housing. 

In some cases, T understand the septic tanks not only don’t drain 
off the material, but flush the stuff back into the house. In other 
words, they act almost as springs or artestian wells, due to the water 
level and particular drainage situations in some areas. 

There are many other types of problems. There is the question of 
sagging foundations, cracking ceilings, exterior and interior paint 
which chips within a very short time or otherwise deteriorates, broken 
tiles, leaking roofs, kitchen and plumbing installations which do not 
fit the space reserved for them in the houses among many other quick- 
ly determined .defects. There are also questions of things being 
promised to be installed which are not installed. 

All of these come from my own personal experience. and the files 
which I have on this subject, extend over a considerable length of time. 
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Undoubtedly, I do not have the answer to all of the questions which 
have been raised by my constituents in this particular field. However, 
1 do have some suggestions for corrections: 

1. I believe that the Veterans’ Administration should be given au- 
thority to disqualify a builder under the Veterans’ Administration 
program where he has constantly refused to return and make repairs 
whe ‘re poor material or poor construction is to blame. 

The Veterans’ Administration should be given authority to limit 
ts minimum size of lots in various areas 

3. Some type of sewage disposal system, rather than septic tanks, 
should be required where there are 50 or more dwellings in one sub- 
division, particularly where the lots are not very large. 

The Veterans’ Administration should be allowed to refuse issu- 
ance of any value statements on any existing properties where the con- 
struction does not meet certain minimum specifications. As I under- 
stand the situation at the present time, on existing construction, where 
au single veteran requests a reasonable value, the Veterans’ Adminis- 
tration may appraise the property without consideration of the mini- 
mum specifications for construction and 1s required merely to decide 
whether it meets the “objectives of the program.” ‘The word “objec- 
lives” needs greater clarification or needs to be tied to basic minimum 
spec ification. 

5. L also believe that the Veterans’ Administration should be given 
vathienthe to reject properties which have been poorly planned and 
which do not meet acceptable living standards. The Veterans’ Ad- 
ministration has some authority in the field but many times the veteran 
under extreiie necessity of purchasing a home and the seller under 
pressure to sell the property cause a sale which ultimately goes sour. 

I may say that in my investigation of specific cases 1 have found 
that many of the specific cases of difficulty have arisen where there was 
avery small down payment. I don’t know what that fact means, but 
I think it is worth observing, that many of the cases are cases where 
the veteran put up only, say $25 as his down payment or some very 
small amount. I think the recent requirement established, requiring 
a greater percentage, has had a salutary effect. That is a thing worthy 
of looking at, because a great many of the cases where serious defects 
have occurred, it was found very small down payments were required. 
lt probably indicates an extreme desire on the part of the particulai 
young man to obtain a home and in his anxiety to get the home he is 
willing to put up with things and hope for the best when proper judg- 
ment would tell me that he was actually buying a sour lemon or white 
elephant. 

No. 6. I believe that the classification of employees in appraisal 
sections of the Veterans’ Administration should be reconsidered with 
the idea of seeing whether it is possible to secure adequate appraisals 
at the present rates of pay when outside employment opportunities 
ure considered. And, in connection with this particular point, the 
adequacy of travel funds should also be considered. 

I also would like to suggest that it might be possible that you might 
study whether they should have sanits ry engineers, in view of the ex- 
perience that has been pretty prevalent throughout the country with 
regard to septic tanks and other sewage disposal. 
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It may be that instead of rejecting approval of future work under 
No. 1, above, it might be possible to establish some sort of a bond to 
then be put up by the contractor which could be forfeited under certain 
conditions and I would recommend investigating this possibility. The 
ordinary legal procedure of allowing the veteran to sue for fraud is 
too expensive for the average veteran and the average veteran fears 
litigation anyway. 

Returning again for a moment to the question of sewage disposal, 
I suggest that it might be possible for a small inspection team from 
the Veterans’ Administration office at Washington to tour the various 
offices throughout the country and find out from them how their local] 
health authorities are operating in this field. If they find an inade- 
quacy; and after bringing this to the attention of the local health 
authorities, the inadequacy continues, it would seem to be best for the 
Veterans’ Administration to establish a team of inspectors who could 
go around through the country and pass on the question of whether 
septic tanks could be established, and so forth, in a particular locality. 

I again take this opportunity to thank this committee for allowing 
me to appear before it. I congratulate you on the fine work that you 
are doing and I hope that some concrete improvements can result. 

If you do have an opportunity to visit Jacksonville, Fla., the dis 
trict which I represent, I would certainly deeply appreciate it. 1 
realize the committee will be limited in time and facilities, particularly 
in view of the pressure in this session of getting work handled ex- 
peditiously, but I feel if you should go through, you would find some 
information which would be of value to you. 

I think in general we have a fine staff there in the Veterans’ Admin- 
istration, they have been most anxious to help in the cases I brought 
to their attention. 

I think, however, there is needed a clarification from bottom to top 
with regard to policies in the Veterans’ Administration and a real 
desire to establish at least minimum requirements for proper housing 
and the Veterans’ Administration should assist in bringing this about, 
because it is no great blessing for a veteran to buy something, put his 
money into it, even if he does get it cheaply, to find out it is ultimately 
just going to be a sour lemon and a tragedy in his own particular life. 
Thank you again for letting me appear. 

Mr. Rarns. That is a very fine statement. You have some very 
helpful suggestions and we appreciate your coming. Are there any 
questions ? 

Mr. Gampie. With reference to the septic tanks which you speak of, 
it seems to me the Veterans’ Administration should impress on the 
Jocal municipalities, the feeling that they must comply with local ordi- 
nances, instead of just going in hary-scary, as they have in many 
places, paying no attention to the local ordinances or health require- 
ments. 

Basically, I think some of the municipalities are as much as fault 
as anybody else, because they could stop the builder if they just put 
the pressure on, or refused to give him a permit to go ahead until he 
has complied with the sanitary requirements. 

Mr. Bennerr. There is a great deal in what you say and I have 
talked with the local authorities on this question. In one particular 
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subdivision there it appears that it is possibly true, at the present 
time, that not only will the septic tanks not drain off the sewage, but 
in order to get the sewage into the city drains we apparently will have 
to pump it up an elevation in order to get it into the sewage channel. 
You can see the problem that is confronting that particular area. 

I think there has been a failure on the part of some officials, prob- 
ably. I wouldn't like to say it definitely, not because of any political 
consequence, because | am not much worried about that, but I don’t like 
to brand people without. knowing that I am right in what I say and 
I am not sure where the responsibility now rests. 

I do know that there is very improper sanitation in the veterans’ 
housing at the present time. 

Mr. Gampue. I wasn’t referring to Jacksonville. I was referring 
generally to the situation. Because I think there are many other places 
where the same difficulties have been experienced. 

Mr. Bennerr. It may be a lack of knowledge as to who is actually 
responsible, and how much responsibility is in the hands of the VA as 
distinguished from the local, city, county, or States health authorities. 

Mr. Gamse. If a builder can get away with it, he is going to get 
away with it. 

Mr. Bennett. There are many cities that don’t require the abolition 
of open privies in the city. It is one of the tragedies of housing that 
we have to erect costly low-rent housing units where, in many in- 
stances, the enforcement of health requirements should have elimi- 
nated the necessity for this low-rent housing; although I, myself, 
favor low-rent housing when necessary. 

Mr. Dzane. Those sewage-disposal areas; are they within the cor- 
porate limits of Jacksonville ? 

Mr. Bennerr. The one that I first pointed out to you was, and an- 
other one which I used as a general illustration was also within the 
city limits. In fact, most of the ones to which I referred are within 
the city limits of Jacksonville. 

Mr. Rains. Yesterday, in questioning the VA officials we found that 
one of the very serious problems concerning them is having adequate 
knowledge with reference to percolation tests, porosity of soil, and so 
forth, pertaining to septic tanks. 

I am of the opinion, just from the hearings we have had so far, that 
they do not have adequate information or an adequate staff in order 
to find that out, in a great many instances. 

Mr. Bennerr. I can say categorically that the Veterans’ Adminis- 
tration office in Jacksonville, which is the regional office for this sort 
of work—actually the regional office is in Bay Pines, but for this sort 
of work the regional officer is in Jacksonville—is not qualified or 
equipped to look into the adequacy of drainage for installation of 
septic tanks. There is no doubt at all in my mind about that and they 
admit it themselves. They just don’t have the knowledge of the subject 
and they don’t have engineers to carry it on. 

Mr. Rarns. Are there any other questions? 

Mr. Wipnauy. 1 would like to add my thanks for the very construc- 
tive statement you have made. You have given us some very good 
ideas. 

Mr. Bennerr. Thank you. 

Mr. Ratns. Thank you very much, Mr. Bennett. 
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Are there any other Members of Congress who desire to testify? If 
not, the hearing will stand in recess and the subcommittee will go into 
executive session. The next hearing will be in Newark, N. J., 10 
o’clock, February 11, in the Federal Building, Newark. 

(Whereupon, at 11:40 a. m., the subcommittee proceeded to execu- 


tive session. ) 
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